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27 September, 2005

The Australian Stock Exchange Limited
530 Collins Street,
Melbourne, Vic. 3000

The Companies Section, O ,-O 5

Dear Sir/Madam,

Re: 2005 Annual Report and Notice of Annual General Meeting

Please find attached the Annual Report of Metabolic Pharmaceuticals Limited for the
year ended 30 June 2005 together with the Notice of Annual General Meeting.

The Annual General Meeting of the Company will be held at 10.00 a.m. on Friday,
28 October 2004 at Level 23, Rialto South Tower, 525 Collins Street, Melbourne,

Victoria.

The Annual Report and Notice of Annual General Meeting will be despatched today
to the shareholders of Metabolic Pharmaceuticals Limited.

Yours sincerely

e

Belinda Shave
Company Secretary

METABOLIC PHARMAGEUTICALS LIMITED ABN 36 083 856 862
Level 3, 509 St Kilda Road, Melbourne, Victoria 3004, Australia ] Telephone +61(3) 98605700 | Facsimile +61{3) 3860 5777 | Website www.metabalic.com.au
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26 September 2005
Dear Shareholder

Re: 2005 Annual General Meeting
10:00am on Friday 28 October 2005

On behalf of the Board of Directors of Metabolic Pharmaceuticals Limited (the “Company”), we are pleased to invite you fo attend
our 2005 Annual General Meeting {"AGM") to be held at Level 23, Rialto South Tower, 525 Collln treet, Melbourne, Victoria on

Friday 28 October at 10:00am.
We enclose the following documents with this letter:
+ 2005 Notice of AGM, which sets out the items of business, including an Explanatory

*  Proxy Form (which forms part of the Notice of AGM); and
» 2005 Annual Report (unless you have previously elected not to receive a hard copy of the Annual Re;

If you are unable to attend the AGM, you are encouraged to complete the englgsed Proxy Form.
returned in the envelope provided or faxed to our share registry on +61 3 947 S
10:00am (Melbourne time) on Wednesday 26 October 2005. .

AGM - ORDINARY BUSINESS
«  Annual Financial Report, the Directors’ Report and Auditg
»  Non-binding (advisory) Resclution regarding the Remunerafpn’
*  Re-election of Dr Chnis Belyea as a Director 42 A

AGM SPECIAL BUSINESS iy,
The Company is seeking ratification of a private Piggeme
the Metabollc Performance Rights Elfmsith

15% limit on eqwty securities that can
will enable the Company to raise add L‘ al £
delays associated with oby VA

opportunities in the capja ey, arise;
Sl giExecutive Directors; and

REMUNERATION REPOR
Australian listed companies are pg '.rr" d to propose a non-binding advisory Resolution on the Remuneration Report (located in

the Directors’ Report of the AnnUsiReport). For shareholders who have elected not to receive a hard copy of the Annual Reports
of the Company, we have included a copy of the Remuneration Report for your consideration.

QUESTIONS FROM SHAREHOLDERS .
| invite shareholders to submit questions to the Board. A question form is attached to this letter.

We look forward to your attendance at the AGM.
Yours faithfully, '
Belinda Shave

Company Secretary

Encl.
©010152_00GEQF

METABOLIC PHARMACEUTICALS LIMITED AB 56 083 856 862
Level 3,508 St Kilda Road, Melbourne, Victoria 3004, Australia | Telephone +61(3) 9860 5700 | Facsimile +81{3) 98605777 | Website wwnw.metabolic.com.au




QUESTIONS FROM SHAREHOLDERS
Your questions regarding any matter relating to Metabolic Pharmaceuticals Limited are important to us. We invite you to use this

form to submit any questions that you would like us to respond to at the 2005 AGM.

Please retum it to the Company by post to Level 3, 509 St Kilda Road, Melboume, Victoria, 3004 or fax it to
+61 3 9860 5777, or email info@metabolic.com.au so that it is received by 12:00pm (midday) on Monday 17 October 2005.

We will attempt to respond to as many of the more frequently asked questions as possible at the AGM.

[_Shareholder’s Name; Security holder Reference Number (SRN) or Holder
Identification Number (HIN}:

Address;

t}uestions:

|
|
|
|

.
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Dear Sharehoiders,

| returned to Australia in October 2002, having spent seven years
working in biotechnology and multinational pharmaceutical companies
in the USA and Europe. In November 2002 { joined the Board of
Metabolic as a Non-Executive Director. At that time, Metabolic's

only drug in clinical development was AOD9604 for the treatment

of obesity and related disorders, which addresses one of the world’s
largest markets. The potential value of this drug is enhanced by

its entirely unique mode of action, and the weak competitive
environment in the obesity treatment market.

During my term as a Non-Executive Director, Metabolic added a second
drug, ACV1 for pain, to the near term pipeline, and more recently into
the clinic. ACV1 also addresses a major market in which there are few
effective and safe alternative treatments. The potential for ACV1 is
considerable, given the debilitating nature of the pain it addresses and
the demand for relief. As ACV1 goes through Phase t and Phase 2
human clinical trials over the next 18 months, it should add significant

value to the Company.

Earlier this year, | was delighted to accept an offer to take on the role
of CEO of Metabolic and to play a more active part in moving these
exciting drugs forward. This position had become available following
a request to the Board from Dr Chris Belyea (the CEC of Metabolic
since its foundation in 1998) to concentrate on finding and assessing
new opportunities, and to focus on the technical and scientific aspects
of the Company’s activities. The Board selected me for this role based
on my commercial and scientific experience, and on my enthusiasm
for and future commitment to the Company. Dr Belyea, now Chief
Scientific Officer, continues to play an important role in Metabolic,
identifying and selecting new research and development opportunities

1o expand the Company’s pipeline.

Metabolic's broader purpose is to maximise shareholder value by
capitalising on our existing clinical stage drugs while creating further
value through the addition of new compounds / drugs to its pipeline
and diversification of the Company's operations.

Metabolic’s Obesity Drug (AOD9604) and Pain Drug (ACV1)

During my thirty years in the drug discovery and development industry,
| have seen many “difficult” drugs being developed that were
scientifically interesting and excellent therapeutics, but which were,
for various reasons, difficult to sell, hard to explain to the public, and
problematic for pharmaceutical company partners. These drugs had
various issues, including small markets (limited demand), complex
manufacturing, difficult science, or strong competition from more
conventional small molecule drugs.

In comparison, both AQD9604 and ACV1 address major markets,
have straightforward manufacturing, and are simple to explain and
understand. Competition is limited in the obesity drug and pain drug
markets, and both drugs have already attracted significant interest
from the pharmaceutical industry. Results thus far indicate that both
AQD9604 and ACV1 could have a major impact on the health and
welibeing of millions of people worldwide. These drugs have the
potential to alleviate considerable suffering.

Risk Profile Considerations

Managing the risks that are inherent in the development of new drugs
is a critical factor for the management of a successful biotechnclogy
company. According to Kola and Landis in Nature Reviews Drug
Development (August 2004), the overall statistics of drug development
show that only 11% of drugs entering Phase 1 human clinical trials,
18% of drugs entering Phase 2 human clinical trials and 48% of drugs
entering Phase 3 human clinical trials, actually reach the market. On the
other hand, a Tufts University study Tufts Centre for the Study of Drug
Development - Outlook 2005 states that in the endocrine area (that is,
related to hormones — which includes AOD3604), synthetic peptides
(AOD9604 again) are twice as likely to succeed as chemical drugs. The
same study tells us that the main reasons for drugs failing are efficacy
(37%), economics (33%) and safety (20%).

AOD9604 is a synthetic peptide in the endocrine area, with a
completed Phase 2 human clinical trial showing evidence of efficacy
and an excellent safety profile. The next step is a further Phase 2 human
clinical trial to identify the optimal dose. The excellent economics of &
safe and effective obesity drug are so compelling that it seems unfikely
that this drug would be halted for economic reasons. As the three key
risk factors for AOD9604 have been significantly mitigated, the overall
risk is significantly lower than the average of Phase 2 human dlinical
trials drugs. Certainly, the statistics above suggest that if AOD9604 is
successful in the next Phase 2 human clinical trial, the Phase 3 human
clinical trials will be comparatively low risk.

Pipeline and Diversification

The other way to mitigate risk is to have more drugs in development.
To this end, Metabolic intends to expand its drug pipefine to position
itself as a major long-term enterprise in the global biotechnology
arena. Introducing new drugs to the pipeline will not only mitigate the
risks inherent in the biotechnalogy industry, but more importantly, will
continue to build shareholder value.

We will continue to search externally for additional, high quality drugs
to add to our clinical pipeline, as well as developing possible new drugs
in our own laboratories. Both AOD9604 and ACV1 were acquired in
their pre-clinical stage from Australian universities (Monash University
and University of Melbourne respectively) and have been taken through
further pre-clinical development and into the clinic by Metabolic’s very

experienced team.




As the process of adding new clinical stage drugs via our pre-clinical
pipeline may take several years, in the short term building a clinical
pipeline may entail acquiring clinical stage drugs through a purchase
agreement, in-license agreement, co-development agreement

or through merger and acquisition activity. Engaging in one or

a combination of these activities is considered paramount to the
ongoing development of our pipeline over the next few years.

Partnerships with Major Pharmaceutical Companies

In refation to AOD9604, we will continue our discussions with
a variety of major pharmaceutical companies. Management is
focussed on deciding how and when to make a deal that will
bring Metabolic the most value, and determining the most
suitable deal structure for our business.

Collaboration

In March 2005, Metabolic entered into a collaboration with New
Zealand-based Neuren Pharmaceuticals Limited (ASX code: NEU) to
develop a range of nerve repair compounds, with support from the’
New Zealand government. We are very enthusiastic about the potential
of this group of compounds, described in more detail in the Review of
Operations section of the Directors’ Report.

Capital Position

I am pleased 1o report that at the time of writing this message,
Metabolic is well capitalised to continue the development of its lead
drugs, with cash reserves of approximately A$19 million. These funds
should be sufficient to complete the next Phase 2 human clinical trial
(dose finding study) for AOD9604, and to complete the current
Phase 1 human clinical trial for ACV1. Metabolic has no borrowings.

Metabolic achieved this level of funding through an oversubscribed
Private Placement to domestic and offshore institutional, professional
and sophisticated investors and an offer under its Share Purchase Plan.
in addition, Metabolic was awarded an Ausindustry Commercial Ready
Grant to support the ACV1 clinical trial.

Shareholder Communications and increasing Awareness

One of our strategic objectives is to continue building awareness of
Metabolic in offshore investor markets, In February 2008, | was invited
to speak at an Investor Conference on Advances in Obesity Drugs, in
New York City, which presented Metabolic with a great opportunity

to showcase our clinical programs. In addition, ! have completed two
further Investor Roadshows in the USA and one in Europe, and various
executives of the Company, as well as our clinical investigators, have
presented our data in international forums.

In May 2005, Metabolic implemented a level 1 American Depositary
Receipts (ADR) program to enable USA investors to acquire Metabolics
securities in their own market.

I will continue to build relationships with key offshore investors,
particularly in the USA, to assist with future capital raising.

Metabolic is committed to providing shareholders with ample
information to make an informed assessment of the Company

and its progress. Metabolic’s quarterly investor Update is sent to all
shareholders, containing progress updates on each drug in the pipeline,
as well other information on funding arrangements and collaborations.

We receive considerable feedback on our communications —

] encourage shareholders to continue conveying their comments.

| also invite all shareholders to regularly visit www.metabolic.com.au
to view the Company's latest ASX & Press Releases in the

Investor Relations section of the website. A complete list of ASX
Announcements made during the 2004-05 financial year is located
at the back of this Annual Report.

ASX & AusBiotech Code of Best Practice

Qur Chief Scientific Officer, Dr Chris Belyea, was invited to serve

on an ASX committee for the development of a Code of Best Practice
for Reporting by Biotechnology, Medical Device and other Life
Sciences Companies in December 2004,

The Code of Best Practice is being developed with the aim of providing
a better informed, orderly, transparent, fair and efficient market for
the biotechnology sector. The Code of Best Practice is expected to

be finalised this year.

Outlook

The next few years will be very exciting for the Metabotic Board,
management and shareholders. The Phase 2 human clinical trial dose
finding study for AOD9604 will be completed, and if successful,
preparations will be made for the next stage, a Phase 3 human clinical
trial (the last stage prior to commercialisation). ACV1 will complete its
Phase 1 human clinical trial and Phase 2A human dlinica! trial in the
same period and the Company will be working towards expanding

its pipeline significantly.

Further information regarding the Review of Operations, Strategic
Overview and Likely Developments are located in the Directors’ Report.

Finally, on behalf of the Board of Metabolic, | would like to thank ali our
shareholders for their support and feedback, which has demonstrated
that many of you share our passion for the development of Metabolic’s

innovative and high potential therapies.

Roland Scollay - CEO / Managing Director
September 2005

METABOLIC PHARMACEUTIDALS LIMITED ¢ ANNUAL REPORY 2885
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Board of Directors:

The Board of Directors of Metabolic Pharmaceuticals Limited
("Metabolic”) resolved to submit the following report together with
the accounts in respect of the financial year ended 30 June, 2005,

Board of Directors

All Directors held their position as a Director throughout the entire

financial year.

This section contains the following information for each Director:

» each Director's qualifications, experience and
special responsibilities;

+ all directorships of other listed companies held by each
Director (at any time in the three years immediately before
the end of the financial year and period for which each
directorship has been held); and

* qualifications and experience of the Company Secretary.

Or Arthur Emmett, Non-Executive Chairman, MB, BS

Dr Arthur Emmett received a medical degree at Sydney University
in 1959, For seven years from 1971 he was Medical Director of the
Australian affiliates of G.D. Searle, Parke Davis and W.S. Merrell.
Dr Emmett spent the next 20 years with Ciba Geigy (now Novartis).
In 1983 he was appointed Business Head North America, UK and
the Nordic area based in Switzerland and in 1988 was made Head
of Worldwide Medical Affairs. In 1989 he was appointed Senior
Vice-President, Medical & Public Affairs, based in the USA. In 1994
he was appointed President and Vice-Chairman of the Board of
Beijing Ciba Geigy Pharma Limited. Since 1997 Dr Emmett has
periodically acted as a health care consultant in China.

Dr Emmett brings to the Board a medical background, a wealth

of experience in drug development, the management of global
pharmaceutical companies and extensive experience as a Non-Executive
Director of biotechnology companies. Other listed directorships held
during 1 July 2002 and 30 June 2005: Proteome Systems Limited

(three months).

Dr Roland Scollay, CEO / Managing Director, BSc, PhD, GAICD

Dr Roland Scollay was appointed CEO / Managing Director on

1 February 2005, having been a Non-Executive Director of the
Company since November 2002. Dr Scollay gained his PhD in
immunology at the John Curtin School of Medical Research in 1972 in
Canberra. He then spent 24 years as a research scientist, including 13
years at the prestigious Walter and Eliza Hall Institute and eight years at
institutions in the USA and Europe, publishing more than 150 papers
and articles. In the mid-nineties, he moved to the USA and worked in
two biotechnology companies (SyStemix and Genetic Therapy Inc) as
Vice President of Research and in Novartis, a global pharmaceutical
company, as a member of their global Research Management Board.

Dr Roland Scollay

Dr Arthur Emmett

In 2000 Dr Scollay took a position as Chief Scientific Officer and
subsequently President and Chief Executive Office at Genteric, a San
Francisco based, venture capital funded, start-up company. He then
returned to Australia in 2002 to take a position at Monash University
as Director of Commercialisation within the Faculty of Medicine,
Nursing & Health Sciences.

Dr Scollay brings to the Board a strong scientific background

and a keen understanding of the commercial drug development
process, including insight into the workings of large pharmaceutical
companies. He also has extensive experience and training in the
management and governance of small companies, and in business
and finance. He is a graduate of the Australian Institute of Company
Directors. Other listed directorships held during 1 July 2002 and
30 June 2005: Nil.

Dr Chris Belyea, Chief Scientific Officer, BSc(Hons), PhD, FIPAA

Dr Belyea relinquished his role as the CEQ / Managing Director of
Metabolic on 1 February 2005, to take up the position of Chief
Scientific Officer. Dr Chris Belyea received his PhD in physics from the
University of Melbourne and is a registered Patent Attorney. From
1991 Dr Belyea was a Patent Attorney with Griffith Hack & Co. and in
1996 joined Circadian Technologies Limited as Licensing and Projects
Manager. in 1998, he became the founding CEO / Managing Director
of Metabolic and occupied dual roles with Metabolic and Circadian
until devoting his activities full-time to Metabolic in 2001. He was also
the founding Managing Director of Antisense Therapeutics Limited in
2000, which listed on the ASX in 2001.

Dr Belyea brings to the Board the corporate memory of Metabolic,
strong scientific and patent skills, and extensive experience in the
creative management and growth of public biotechnology companies.
His responsibilities include identifying and selecting new research and
development opportunities to expand the Company’s pipeline. Other
listed directorships held during 1 July 2002 and 30 June 2005:
Antisense Therapeutics Limited (five years).

Dr Evert Vos, Non-Executive Director, BSc(Hons),
BMedSc, PhD, MD, MFPM

Dr Evert Vos, a Non-Executive Director of the Company, received

an honours degree in physiology and a PhD in pharmacology from
the University of Alberta in Canada. He earned a medical degree

from Memorial University of Newfoundland. Since 1977 he has
gained extensive experience in the pharmaceutical industry, working
initially with Smith Kline & French (now Glaxo Smith Kline), and
subsequently with Ciba Geigy Canada (now Novartis) as Director of
Clinical Investigation. For 11 years until 1997, he was a member of
the Management Committee as Vice President for Medical Affairs and
Research and Development for Ciba Pharmaceuticals. He has served




Dr Evert Vos

Dr Chris Belyea

on the Boards of several scientific societies, as well as on national
committees including the Medical Research Council of Canada. Until
2002, Dr Vos held the full-time position of Director of Medical and
Regulatory Affairs. Currently he resides in Albuguerque, USA, where
he is in the Faculty of Medicine at the University of New Mexico and
is an attending physician in the Heart Failure Clinics of the Division of
Cardiology. Since moving to the USA, Dr Vos continues to contribute
as a consultant to Metabolic as Medical Director.

Dr Voos brings to the Board skills as a practicing physician and
extensive experience in medical and regulatory affairs from both
within and outside pharmaceutical companies. Other listed
directorships held during 1 July 2002 and 30 June 2005: Ni!

Mr Patrick Sutch, Non-Executive Director

Mr Patrick Sutch, a Non-Executive Director of the Company since
May 2004, spent 26 years with the Hongkong and Shanghai Banking
Corporation (now HSBC) gaining extensive international banking
experience. He left HSBC in 1992 as its Vice President - International
Marketing (Financial Institutions) New York. In 1993 he joined
NASDAQ International Limited, based in London and gained
significant experience in his role as Vice President and Managing
Director, Asia Pacific. He was responsible for identifying and assisting
companies in preparation for NASDAQ listings. In June 2000, he
received the NASDAQ President’s Award for outstanding performance

and dedicated service.

Mr Sutch brings to the Board extensive experience and connections
within global financial markets. Other listed directorships held
during 1 july 2002 and 30 june 2005: Nil

Ms Belinda Shave, Financial Controller / Company Secretary

Ms Belinda Shave worked for several years as a Legal Executive
before entering the pharmaceutical research and development
field, where, over the past 18 years, she has gained considerable
experience in the areas of financial management and compliance
matters. Ms Shave was initially employed by Circadian Technologies
Limited, a substantial shareholder of Metabolic. In 1998, she joined
Metabolic as Financial Controller and in September 2003, was
appointed Company Secretary. Ms Shave is an affiliate member

of Chartered Secretaries Australia.

Executive Management

This report autlines profiles of each Executive and their
respective key responsibility areas. '

Dr Reland Scollay, CEQ / Managing Director, BSc, PhD, GAICD

Refer to the Board of Directors section in this Directors’ Report

Mr Patrick Sutch Ms Belinda Shave

Dr Chris Belyea, Chief Scientific Officer, BSc(Hons), PhD, FIPAA
Refer to the Board of Directors section in this Directors’ Report

Ms Belinda Shave, Financial Controller / Company Secretary

Refer to the Board of Directors section in this Directors’ Report

Dr Caroline Herd, Vice President ~ Clinical Development, BSc, PhD

Dr Caroline Herd returned to Australia in November 2001, after
working in the UK for 12 years, to join Metabolic as Associate
Director — Drug Development and in April 2002 became Vice
President - Clinical Development. Dr Herd received her PhD in
pharmacology from the University of Adelaide in 1990. Her doctoral
studies included both clinical and pre-clinical research conducted at
the Royal Adelaide Hospital and at Sandoz AG, Basel, respectively.
Her post-doctoral studies were conducted in the Department of
Pharmacology, Kings College London, in the areas of thrombosis
and respiratory disease. During this time she was involved in
collaborations with numerous research institutions, including the
Pasteur Institute, Paris and the University of Perugia, Italy.

In 1998 Dr Herd joined AstraZeneca (formerly Astra Pharmaceuticals)
in Loughborough, UK, where she was involved in the clinical
development of new drugs. Dr Herd is experienced in a range of
therapeutic areas gained both within academia and industry. She

is the author of over 25 papers, book chapters and review articles.

Dr Herd is responsible for the management of Metabolic’s
clinical programs.

Dr Mary Saleh, Vice President ~ Research, BSc(Hons), PhD

Dr Mary Saleh was appointed Vice President - Research in 2000.
Dr Saleh received her PhD in Neurcbiclogy from the Walter

and Eliza Hall Institute of Medical Research, The University of
Melbourne in 1988. She conducted her post-doctoral research
at the prestigious Salk Institute for Biological Studies in La Jolla,
California, where she was a member of the Center for Human
(chromosome 11) Genome Research team.

Upon her return to Australia in 1992, Dr Saleh joined Prince Henry's
Institute for Medical Research. She then joined the Department of
Surgery at The University of Melbourne in 1993, where she initiated
and managed a successful Gene Therapy research laboratory aimed
at developing new therapies for brain tumours. Dr Saleh has trained
numerous students and post-doctoral scientists during her career.

Dr Saleh is experienced in many aspects of academic and commercial
research and has over 40 publications and articles, including original
papers in peer-reviewed journals. Dr Saleh is responsible for the
coordination and management of scientific research conducted

by the Company in suppert of its development projects.

-
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Dr Mary Saleh j

Dr Caroline Herd

Mr David Smith, Manufacturing Manager, BSc

Following the completion of his studies in Industrial Chemistry in
1985, Mr Smith moved from Ireland to the UK to work for Sterling-
Winthrop at their Northumberland facility. Mr Smith worked in a
variety of manufacturing roles relating to the manufacture of drug
substances for Sterling Drug and third party contract manufacture.

In 1989, following the acquisition of Sterling-Winthrop by Eastman-
Kodak, Mr Smith joined Eastman Chemical Company as International
Business Development Manager for the Fine Chemical Division,
managing third party manufacture of pharmaceuticals, agrochemicals
and photo chemicals. Mr Smith joined Sigma-Aldrich in 1994 and
worked in @ number of positions including Vice President - Oparations
for their European Fine Chemical Division and Vice President - Global
Business Development for Fine Chemicals. Mr Smith joined Metabolic
in August 2003 after moving to Melbourne from the UK.

Mr Smith is responsible for managing contractors for the
manufacturing and formulation of clinical supplies and overall
project management,

Dr Andrea McCracken, Research Manager, BAppSc (Hons), PhD

Dr Andrea McCracken obtained her PhD in molecular microbiology
from Queensland University of Technology in 1999. Her post-doctoral
research was conducted at the University of Texas — Houston Health
Science Center where she studied bacterial transcription factors.

Dr McCracken joined Cubist Pharmaceuticals (Boston) in 2001

where she was involved in mechanism studies of antibiotics.

Dr McCracken returned to Australia in 2002 to take up the position
of applications specialist for Ciphergen Biosystems (USA), a role

in which she supported and collaborated with academic and
commercial researchers using protein chip technology.

Dr McCracken joined Metabolic in July 2003 and is responsible
for the management of pre-clinical drug development and
analytical support programs.

Principal Activities

Metabolic is building a pipeline of innovative pharmaceutical
compounds with the aim of providing important drugs for major
world markets. The Company’s primary focus has been, and remains,
the clinical development of ACDS604, Metabolic’'s most advanced
compound, with the aim of providing an improved prescription
obesity drug with a unique mode of action. Increasingly important

is the clinical development of the Company’s second drug, ACV1

for pain, which entered a Phase 1 human clinical trial in June 2005,

on schedule.

Mr David Smith Dr Andrea McCracken

The principal activities of the Company during and since the period
under review were;
* completion of dosing for a 300-patient multi-centre
Phase 2B human clinical trial for AOD9604;
¢ announcement of results of the Phase 2B human clinical trial
for AOD9604 in December 2004;
* planning and preparation for a Phase 2B human clinical trial dose
finding study of AOD9604, scheduled to commence in late 2005;
* completion of a pre-clinical package for ACV1; 7
¢ commencement of a Phase 1 human clinical trial for ACV1
in June 2005,
¢ collaboration with New Zealand-based Neuren
Pharmaceuticals Limited;
* continued development of pre-clinical compounds;

* initiation of a Level 1 American Depositary Receipts (ADR)
program in the USA; and

* ongoing evaluation of potential compounds for in-license
or acquisition.

Employees & Operating Model

Metabolic currently employs 20 full-time and part-time permanent
employees, comprised of 12 head office corporate employees
and eight laboratory employees.

The Company’s operating model is to make optimum use of outsourcing
to expert contractors and consultants on a worldwide basis to gain access
to the best possible expertise in each facet of the Company’s development
operations. Metabolic's contracting and consultancy natwork is worldwide,
concentrated mostly in North America and Europe but alsa increasingly in
Australia, covering all aspects of the drug development process including
toxicology, manufacturing, formulation, clinical trials and regulatory affairs,

These outsourcing activities are closely controlled by the Company's
growing team, now numbering seven specialists in clinical, pre-clinical,
scientific and manufacturing development.

Metabolic’s Board oversees the strategic direction of the Company and
has the benefit of high level international experience in finance, dlinical
development and pharmaceutical marketing.

In tandem with outsourced activities, Metabolic's internal laboratory
supports key aspects of the pre-clinical and clinical development and
scientific research into basic mechanisms of the Company’s development
compounds. The laboratory has continued to expand its capabilities as
specific needs are identified, with eight scientists employed in a dedicated
leased facility at the Baker Heart Research Institute in Melbourne, just

a few hundred metres from the corporate office.




DIRECTORS’ REPORT

Review of Operations

Clinical Stage Projects

Introduction

During 2004, Metabolic completed the Phase 2B human clinical trial
of AOD9604. This trial revealed that AODS604 had a broader range
of effective doses than predicted, with the best activity achieved at
the lowest dose, an unexpected finding. This has resulted in delays
in development of approximately 18 months as we learn more about
the aptimal dose. The trial did show that AOD3604 had an excellent
safety profile and competitive efficacy, thereby reducing two of the
main risk factors for the further development of the compound.

The new dose finding study will begin in the fourth quarter of 2005.

During the period under review, Metabolic added a second

drug to the dlinic with the commencement, on schedule, of

a Phase 1 human clinical trial for ACV1, the Company’s peptide
drug for pain. Subject tc a positive outcome of this trial, a Phase
2A human clinical trial should begin in the second quarter of
2006, Having two drugs with high potential in Phase 2 human
clinical trials will place Metabolic among the leading biotechnology
organisations in Australia. The diagram below shows the development
stages of Metabolic's various projects, including those in the
pre-clinical stage. As discussed earlier, Metabolic will be seeking

to add additional drugs to the clinical development pipeline over
the next few of years.

AQD9604

Background to Obesily and the Metabolic Syndrome

Obesity is a condition now suffered by more than 20% of the
adult population in developed countries, or more than 300

million adults worldwide. in addition, more than 50% of adults

in developed countries are overweight and are potential candidates
for pharmaceutical intervention. Obesity is the western world's
most commaon health problem.

In recent years, increasing emphasis has been placed by governments
throughout the world on this growing public health concern. One
USA study found that obesity is nearly three times more dangerous
than smoking, with the health costs of the obese 77% higher than
the non-obese, compared with 28% higher for smokers.

Currently, the two most popular obesity drugs act to suppress food
intake, either by affecting the brain to reduce appetite or by affecting
the gut to reduce absorption of dietary fat. Both are accompanied by
significant side effects.

On the other side of the fat storage equation from food intake is the
way the body stores and metabalises energy sources. There is growing
interest in understanding and targeting the fundamental metabolic
changes which accompany and may exacerbate obesity, loosely
grouped under the term "metabolic syndrome" or “syndrome X".
One of the changes occurring in metabolic syndrome is a reduction

in the levels of growth hormone.

(type 2 diabetes)

NRP
(Neuro-regenerative
Peptides)
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The AOD9604 Technology

Metabolic acquired AOD9604 in its pre-clinical stage from Monash
University. AOD9604 acts on fat metabolism and is modelied on the
active fat reducing portion of the human growth hormone molecule.

Growth hormone occurs naturally in the body and is involved in
promoting growth, particularly in children and adolescents. However,

it also has a profound metabolic role throughout life. Blood levels of
growth hormone normally decline as an individual ages, but the obese
state also brings about low growth hormone levels as part of the
metabolic syndrome. A consequence of low growth hormone levels is
a reduced ability to metabolise (burn) fat. Intact growth hormone is not
feasible as an obesity treatment due to its unwanted effects on growth
and other side effects, and is currently marketed only as a treatment
for short stature or other specific growth hormone deficiencies.

The key idea of the Company’s technology, first invented in 1996,
is that only a small fragment at one end of the growth hormone
malecule is needed to produce the beneficial effects on fat
metabolism, and this fragment does not produce the undesirable
growth effects. AOD9604 is a chemically synthesized molecule that
is similar to the active small fragment at the end of the growth
hormone molecule. AOD9604, when dosed orally once per day,
retains the benefits of the intact growth hormone molecule on fat
metabolism, without the unwanted growth effects.

ACD9604 may provide a more effective and better tolerated
treatment for obesity than existing obesity drugs. If the AOD9604
clinical development succeeds, the drug will be the first obesity drug
primarily acting on a specific metabolic deficit in obesity. This targeted
approach and anticipated high level of tolerability cauld lead to a high
tevel of doctor and patient acceptance.

independent Research / Forecasts

As existing medications for obesity fall well short of satisfying patient
needs, the development of improved obesity medications is a high
opportunity research area. The best results achieved in clinical

trials with existing drugs show that there is considerable room for
improvement in both efficacy and the side effect profile. The limited
usefulness and undesirable side effect profile of existing drugs account
for the fact that total worldwide annual sales of prescription obesity
drugs are only approximately US$1 biilion in a potential market
estimated at US$30 billion or more.

Competitive Environment and Market Positioning

Obesity treatments capture the public imagination and over the years
many compounds derived from natural plant or animal extracts have

been sold accompanied by extravagant weight reducing claims. Such

compounds have rarely, if ever, been subjected to the rigors of proper
scientific testing required for prescription drugs.

The competitive environment for AOD9604 is the current and future
prescription market for obesity drugs. The current prescription market
is dominated by two oral drugs which reduce calorie intake, one which
reduces calorie intake by acting in the gut to reduce the digestion of
fats in the diet (Xenical®) and another which reduces calorie intake

by acting in the brain to reduce appetite (Meridia®). Both drugs have
significant side effect issues.

The only other drug which is further along the development path than
AOD9604 is Acomplia (pharmaceutical: Sanofi-Aventis) which functions

as an appetite suppressant. This drug has completed a Phase 3 human 9
clinical trial and is awaiting approval for market. If this drug proves

successful in the market, it will be entirely complementary to AOD9604
rather than in competition with it. Detailed tables on the competitive
environment for AOD9604 can be viewed in the Our Business section

on www.metabolic.com.au.

Clinical Development Progress

AOD9604 passed the initial single-dose safety phase of clinical
development (Phase 1 human clinical trial) in 2001 in non-obese
subjects. In 2002 and 2003, short term trials in obese male subjects
established that the drug is active on fat metabolism after both
intravenous and oral administration.

During 2004, the Company completed the first weight loss trial on
AODS604. The double-blinded, placebo-controlied Phase 28 human
clinical trial was conducted to internationally accepted standards at
five specialty hospital-based obesity clinics in Melbourne (two sites),
Adelaide, Sydney and Brisbane.

The primary aim of the trial was to measure weight loss and fat loss
after 12 weeks of daily oral dosing in 300 obese males and females,

compared to placebo.

The results of the trial provided evidence that AOD9604 has competitive
efficacy on both weight and waistline, and based on the results so far,
shows excellent tolerability as an obesity therapy. In addition, beneficial
trends were seen in cholesterol profiles and in the risk of developing
type 2 diabetes, the two major health risks associated with obesity.
Although the primary end point {(weight loss at 3 months) at the 1 mg
dose was just outside statistical significance, the secondary end point
(rate of weight loss over 3 months) was highly significant and strongly
supported by numerous other significant comparisons and trends within

the overall data set.

As the lowest dose (1 mg) used in the trial was the most effective,

a further Phase 2 human clinical trial is needed to confirm the findings
and to assess whether a daily dose slightly lower than 1 mg may be
the most effective. This study will explore doses of 0.25, 0.5 and 1 mg
compared to placebo and will extend the total treatment period to

24 weeks. This study is expected 1o begin in late 2005, and dosing

is expected to be completed in late 2008.
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Laboratory studies conducted since the conclusion of the clinical
trial support the concept that lower doses may be as or more
effective then the 1 mg dose and like the trial, showed a peak
of activity at lower doses.

Based on the current Food & Drug Administration (FDA) guideline

for the clinical evaluation of weight-controf drugs, the final stage of
clinical testing prior to marketing approval, the Phase 3 human clinical
trial, requires approximately 1,500 patients treated for one year, with
approximately one third of those patients being treated for an extra
year as a safety follow-up. This means a Phase 3 study would take

at least two years and cost a minimum of A$30 million.

Manufacturing Development

The Company is wel! advanced in the development of a feasible
manufacturing process to supply Phase 3 human clinical trial
medication and market supply of AOD3604 with a European
contractor. Now that the optimal effective dose has been established
to lie at or below 1 mg daily, the economics and availability of
infrastructure for market scale manufacture using conventional
chemical synthesis methods is assured.

USA Clinical Advisory Panel

In addition to collaborating with the opinion leaders in our local
region, Metabolic has a USA Clinical Advisory Panel which comprises
three eminent USA obesity experts, to advise and consult with
Metabolic on the further clinical development of AOD9604

in the USA context. The panel members are:

e Dr Louis Aronne — Professor of Medicine at Cornell University
in New York and current President of the North American
Association for the Study of Obesity;

»  Dr George Bray — Boyd Professor at Louisiana State University
(LSU) and Professor of Medicine at the LSU Medical Center; and

¢ Dr Michael Jensen — Professor of Medicine at Mayo Clinic
(Former President of the North American Association for

the Study of Obesity).

Government Support

The Phase 2B human clinical trial on ACD9604 was supported
in part by an Australian Government START grant of A$2.1

million from Ausindustry.
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Background to Chronic and Neuropathic Pain

Pain is the most common symptom for which patients seek medical
attention. It is experienced by people worldwide, both young and old.
A survey conducted in the USA estimated that four out of 10 adults
experience pain daily and nine out of 10 experience pain monthly.
Drugs used for the management of pain form a large segment

of the pharmaceutical market.

Neuropathic (“nerve”) pain is the most difficult form of pain to

treat. Neuropathic pain is a form of chronic pain, which is persistently
generated and serves no beneficial function for the affected individual.
Patients suffering neuropathic pain typically present with a range

of symptoms, including allodynia (pain from a normally non-painful
stimulus), hyperalgesia (an increased response to a painful stimulus)
and spontaneous pain.

The ACV1 Technology

The molecule now known as ACV1 was discovered by Associate
Professor Bruce Livett and fellow scientists associated with the
University of Melbourne. Metabolic acquired an exclusive worldwide
license to the ACV1 technology from the inventors, in late 2003.

ACV1 is a 16 amino acid peptide compound discovered in the venom
of the Australian marine cone snail, Conus Victoriae, one of a class

of cone snails which prey on shelifish. Cone snails have evolved a rich
cocktail of peptides in their venom, which act together by a variety

of mechanisms in the nervous system to quickly immobilise or kil their
prey. These peptides are known as conotoxins - small, disulphide-rich
peptides that each potently and specifically target channels or receptors
in the nervous system.

In mammals, ACV1 is safe but has profound direct effects on pain
sensing nerves in the peripheral nervous system calted C-fibres. it
blocks a subtype of a broad dass of receptors called neuronal nicotinic
acetylcholine receptors (nAChR) which reside on the C-fibres. ACV1
has been shown to directly reduce the sensitivity of C-fibres. it is the
first drug to utilise this biochemical mechanism.

ACV1 has been tested in several well-established animal pain models
and shows efficacy in relieving the characteristic pain symptoms of
neuropathy, allodynia and hyperalgesia, following subcutaneous (s.c.)
or intramuscular (i.m.) dosing. in addition, evidence suggests that
ACV1 accelerates the recovery of injured nerves and tissues.




Associate Prafessor Bruce Livett,
-principal inventor.of ACYT

Figure 1. The effect of ACV1 on allodynic responses in rats Nitrotyrosine fevels in systemic blood of rats treated with ACV1 or placebo
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Description of Competitive Environment

Neuropathic pain typically responds poorly to conventicnal analgesics
such as morphine or aspirin. Current therapy for neuropathic pain
reties largely on the ‘off-label’ use of anticonvulsants, antidepressants
and local anaesthetics, which have well-documented side effects,
including in some cases addiction and only limited efficacy for this
indication. Only a small number of treatments have been approved for
neuropathic pain syndromes, including carbamazepine, gabapentin,
pregabalin and duloxetine. However not all patients obtain clinically
significant pain relief. In addition, side effects such as somnolence,
nausea, dizziness and fatigue are common. Detailed tables on the
competitive environment for ACV1 can be viewed in the Our Business

section on www.metabolic.com.au.

Clinical Development Progress

Since in-licensing of the worldwide rights to ACV1 in late 2003,
excellent progress has been made on the ACV1 development
program. A comprehensive pre-clinical safety package was completed
on schedule early in 2005, intended to support early phase clinicat
testing of up to one month duration in humans.

In June 2005, a Phase 1 human clinical trial (safety trial) was
commenced on schedule. At the time of writing this report,

the randomised, double-blind, placebo-controlled trial is being
conducted in up to 60 healthy male volunteers. The main aim

is to assess the safety, tolerability, and pharmacokinetics of both
single doses and muliltiple (7) daily doses of ACV1 administered
by subcutaneous injection.

The trial is expected to be completed and results announced by the
end of 2005. A positive outcome would allow Phase 2 human clinical
trials (safety and efficacy trials) in patients suffering from neuropathic
pain to be conducted in 2006.

The first indication targeted for ACV1 in Phase 2 human clinical trials
is likely to be diabetic neuropathy, the neuropathic pain experienced
by diabetic patients. However, as stated earlier, the potential range of
indications for ACV1 extends to postherpetic neuralgia (“shingles”),
sciatica and many other neuropathic pain conditions currently
underserved by pharmaceutical treatments.

Although ACV1 is currently administered subcutaneously, other
delivery modes, such as nasal or oral are currently under investigation.

Government Support

The Phase 1 human clinical trial on ACV1 is being supported in part by
an Ausindustry Commercial Ready Grant of approximately A$450,000,

announced in june 2005.

Building the Pipeline - Discavery Stage Projects

Introduction

The two drugs that Metabolic has in the dlinic to date were developed
in-house from pre-clinical projects, taken through further pharmacology,
toxicity studies and human research ethics committee approval into

the various clinical trials. This is a very cost effective way of building
Metabolic’s pipeline. Metabolic is investing modest resources in discovery
research projects which could also lead to new high value drugs which
would go through the same process. These projects remain relatively low
profile until there is some more certainty that they will lead to a dinical
outcome. Whilst these pre-clinical projects may not add significantly

1o the market valuation of Metabolic, they do represent an important
potential source of new drugs for the Company.

Neuro-regenerative Peptides (NRPs)

In March 2005 Metabolic entered into a collaboration with

New Zealand-based Neuren Pharmaceuticals Limited (ASX code: NEU)
“Neuren”, to co-develop Neuren's class of Neuro-regenerative Peptides
(NRPs) for the treatment of degenerative conditions such as peripheral
neuropathy, motor neuron disease and repairing the brain or nerves
after injuries such as spinal cord injury. Neuren and Metabolic will jointly
develop the NRPs project with all intellectual property and commercial

outcomes to be equally shared.

The joint collaboration had been awarded NZ$635,000 (A$580,000)
in grant funding from the Australia New Zealand Biotechnology
Partnership Fund which is part of the New Zealand Government's
Growth and Innovation Framework, designed to assist and speed
collaboration between New Zealand and Australian biotechnology
companies. The grant will meet 25% of the eligible project costs
with Neuren contributing 25% and Metabolic 50%.

The NRPs are a nove! class of small peptides displaying a range of
biological effects important in both protection and regeneration of
nervous system tissue. Neuren scientists have discovered a neuroactive
factor present in the brain tissue of developing animals and from this
initial work a family of human genes has been identified. The NRPs are
designed from those genes, possess a broad array of effects on nervous
tissue and are active at extremely low concentrations, protecting the
nerve cells against injury and encouraging repair and regrowth.

Experiments performed by Neuren to date on animal models of
human disease including stroke and multiple sclerosis have shown
potent protective activity. The broad range of effects of the NRPs
presents many possible applications to treat diseases of the nervous
system for which there is significant need for improved therapies.




Neuren and Metabolic are working together to develop a lead
compound for clinical development and assess its efficacy in a range
of animal models of neuropathic conditions, including large market
diseases of the peripheral nervous system such as diabetic neuropathy,
motor neuron disease and extremely chalienging conditions such as
regrowth of nerves after spinal cord injury.

When sufficient supporting data are in hand the companies intend to
promote the lead molecule into formal pre-clinical development and
to enter into clinical development for the most promising indication.

Type 2 Diabetes

Metabolic has an interest in novel compounds for the treatment of
type 2 diabetes and is conducting research to identify a candidate
compound suitable for clinical development. This work is continuing.

Laboratory

In addition to the outsourcing activities which help drive the
pre-clinical and clinical development of Metabolic’s projects, the
ability to engage in sophisticated in-house scientific and technical
experimentation is a key asset of the Company.

Metabolic employs eight highly skilled scientists located in leased
laboratory premises at the Baker Heart Research Institute, close to
Metabolic’'s Head Office in Melbourne. The activities of the laboratory
support the development of the Company’s projects by enhancing
the scientific understanding of the compounds in development

and in development of assay methods.

The laboratory houses all of the scientific expertise and state of the art
equipment required to undertake research programs encompassing
protein chemistry, cell biology and analytical chemistry. This has
enabled Metabalic to conduct basic research in areas such as the
mechanism of action of its lead drugs as wel! as research support for
ongoing clinical trials, including stability bioassays and capsule/tablet
release testing. The Company’s highly skilled staff have been trained
to comply with industry standards in all aspects of occupational health
and safety and radiation safety. Metabolic’s laboratory is a certified
Physical Containment Level 2 (PC2) facility.

Patents and Publications

A comprehensive list of published patents, patent applications,
scientific articles and presentations on the Company's projects can
be viewed in the Our Business section on www.metabolic.com.au.

WETABOLIC PHARMA

Significant Changes in the State of Affairs

Except as otherwise set out in this report, the Directors are unaware
of any significant changes in the state of affairs or principal activities
of the Company that occurred during the period under review.

Financial Results & Position

The loss by the Company for the year ended 30 June 2005

after the provision for income tax of nil was A$10,764,589

(2004: A$9,543,526). This result has been achieved after fully
expensing all research, development, and patent costs, amounting

to A$8,958,840. Income for the period totalled A$792,288, including
interest income of A$675,515 and grant income of A$116,773.
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Metabolic currently has approximately A$19 million in cash
reserves. These funds should be sufficient to complete the

Phase 2 human dlinical trial (dose finding study) for AOD9604,
and to complete the current Phase 1 human clinical trial for ACV1.

Metabolic has no borrowings.
Funding Arrangements

Capital Raisings
Duﬁng the period under review capital raised included:

e A$1,817,817 from the exercise of 2,914,102 unlisted options
{ASX codes: MBPAU; MBPAM; MBFAQ; MBPAQ; MBPAS); and

¢ A$10,000,000 from the issue of 16,393,446 ordinary fully
paid shares at A$0.61 per share, through a private placement
to domestic and offshore institutional, professional and
sophisticated investors.

AusIndustry Grant

During the period under review Metabolic was awarded a
Commercial Ready grant of approximately A$450,000 for ACV1.

Dividends

No amounts have been recommended by the Directors that should
be paid by way of dividend by the Company during the period under
review. No cash dividends have been paid or declared since the
beginning of the financial year by the Company.
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In order to reach critical mass more quickly, Metabolic may also access

Earnings Per Share
drugs which are either very close to, or already in the clinic. This can be

Cents o . . o o
Basic earnings per share 4.68) done by m-hcensmg,. collalboratlons, or mer'ger and acquisition act.lwty,
Diluted earnings per share (4.68) apd all these strategies will be regu]arly .r.ewewed by the Board. It is the
view of the Board that for Metabolic, critical mass could mean at least

As the Company made a loss for the year ended 30 june 2005, four to five high potential drugs in dlinical development,

poten’ua.l dordlcr;ary sl’;arles,. oeing o;;tlor}s to acquire Ord'nf"y shares, As with Metabolic’s current practice, new drugs entering the pipeline
:_r'e tcodnsx er’e non- L;Lmve Tnc: t'ere ore not included in the must address major existing or potential markets and have some clear
fluted earnings per share calculation. competitive advantage. These may or may not be in the same therapeutic

areas as the Company's existing drugs.
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Strategic Overview

Metabolic’ ‘ ) Metabolic intends to fund its expansion strategy by raising capital against
heta © 'FS corporate strategy. or th.e next two to three years includes specific initiatives when the time arises, and/or to use the proceeds of
three main components that aim to increase shareholder value: partnering deals around its existing drugs.

1. Continue the development of Metabolic’s existing clinical stage )
drugs AOD9604 and ACV1 as efficiently as practicable; Partnerships with Major Pharmaceutical Companies

Securing a licensing arrangement with a global pharmaceutical company

partner for late stage (Phase 3 human clinical trial) development and

marketing is the normal path to market for a development stage

biotechnology company such as Metabolic.

2. Provide the necessary capital either through the issue of further
equity or through the proceeds of partnering Metabolic’s existing
drugs; and

3. Expand the pipeline with additional clinical stage drugs.
In relation to AOD9604, Metabolic's management has had or is

Clearlﬁ', .thel main e;cnvme; for Metabogc relate fo advanapg 't's in discussion with more than half of the top twenty multinational
two ¢ m;(cja stage TUQS’ 0OD9604 an' hACVj' SUCCES,S \';"th either pharmaceutical companies. All have expressed high levels of interest in
one could produce important drugs with major benefits for the the drug and in the outcome of the upcoming dose finding study. Some

shareholders of the Company and the Australian biotechnology sector. have chosen to wait for the outcome of that study, while others are
currently looking at ways to engage with the Company in the meantime,
it is envisaged that @ more lucrative deal could be entered into upon
completion of the dose finding study, however, an earlier deal would

facilitate the strategic activities discussed above. The various options are
*  Tocreate more value from our core competency; under continuous review by management and the Board.

However, there is strong rationale to look beyond these two drugs
and add additional promising clinical stage drugs to Metabolic’s
pipeline, namely:

*  Tobuild critical mass, diversify and reduce risk; and In relation to ACV1, there is already considerable partner interest which
» To generate more news flow and increased liquidity. management is following. Again, the timing must take into account the
, , strategic as well as the absolute value of any deal.
The Board believes it can access the resources to progress an
expanded pipeline at the optimal rate, without negatively impactin .

P pAp’ - . p . 'g ) ymp g Collaborations
on Metabolic’s existing clinical programs. ft is the intention of the
Company to add at least one or two clinical stage drugs to the
pipeline over the next few years, if suitable candidates can be found.

Entering into early stage collaborations with fellow biotechnology
companies can reap future benefits from risk sharing and synergies.

Earlier this year Metabolic entered 2 collaboration with New Zealand-
based Neuren Pharmaceuticals Limited (ASX code: NEU) "Neuren”,
whereby Metabolic is working with Neuren to develop Neuro-regenerative
Peptides (NRPs) that have potential in treating degenerative diseases of
the nervous system. The inclusion of these NRPs in Metabolic's research
pipeline gives the Company a strong focus in the area of neurobiology,
with ACV1 addressing neuropathic pain. Evidence suggests that ACV1
may also have its own neuro-protective characteristics.

in the past, Metabolic has acquired new drugs at the pre-clinical
stage from research institutions and taken them through pre-clinical
development and into clinical testing. This is a very cost effective way
to add projects, but typically it takes at least two years to move a
laboratory project into clinical trial, where the industry places the
most value. We will continue this approach.




Likely Developments

In the 2005-06 financial year, Metabolic expects to:

* complete a Phase 1 human clinical trial for ACV1;

* commence a Phase 2B human clinical trial for AOD9604;

* commence the next human clinical trial for ACV1;

= progress development of early stage compounds;

* evaluate other potential compounds for possible in-licensing; and

» raise further capital for strategic initiatives as required.

In the opinion of the Directors it would prejudice the interests of
the Company to provide additional information, except as contained
in this report, relating to likely developments in the operations of

the Company.

Board Monitoring

The Board monitors the Company's overall performance, from its
implementation of the mission statement and strategic plan through
to the performance of the Company against operating plans and
financial budgets.

Board and Committee Meetings

The number of meetings of the Board of Directors, Board Committees
and Director attendance at those meetings during the year under
review was:

Director Full Board Audit Remuneration
Total number 6 3 3

of meetings

Dr Arthur Emmett 6 3 3

Dr Roland Scollay 6 3 3

Dr Chris Belyea 6 - -

Dr Evert Vos 5(6) - -

Mr Patrick Sutch 6 3 2(3)

Where a Director did not attend all meetings of the Board or
relevant Committee, the number of meetings for which the Director
was eligible to attend is shown in brackets. For further details
regarding the Board and Committees please refer to the Corporate

Governance Statement.

Directors’ Shareholdings and Declared Interests

As at the date of this report the interests of the Directors in the
Company's shares are:
Shares held indirectly

Director Shares held directly

Dr Arthur Emmett 257,692 136,500
Dr Roland Scollay - -
Dr Chris Belyea 224,077 240,000
Dr Evert Vos 283,077 -
Mr Patrick Sutch -~ -

As at 30 June, 2005 and as at the date of this report, no Director has
an interest in any contract or proposed contract with Metabolic other
than as disclosed in the Company’s Annual Report.

Further details on the equity interests of Directors can be found in the
Annual Financial Report (Note 14).

Indemnification and Insurance of Directors and Officers

During the period under review, the Company indemnified its
Directors, Company Secretaries and Executive Officers in respect of
any acts or omissions giving rise to a liability to another person (other
than the Company or a related party) unless the liability arose out

of conduct involving a lack of good faith. In addition, the Company
indemnified the Directors and Company Secretaries against any
liabitity incurred by them in their capacity as Directors or Company
Secretary in successfully defending civit or criminal proceedings in
relation to the Company. No monetary restriction was placed on

this indemnity.

The Company has insured its Directors, Company Secretaries and
Executive Officers for the period under review. Under the Company's
Directors’ and Officers’ Liabilities Insurance Policy, the Company
shall not release to any third party or otherwise publish details of the
nature of the liabilities insured by the policy or the amount of the
premium. Accordingly, the Company relies on section 300(9) of the
Corporations Act 2001 to exempt it from the requirement to disclose
the nature of the liability insured against and the premium amount

of the relevant policy.
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Significant Events After the Balance Date

Metabolic raised A$4.04 million in its Share Purchase Plan (SPP) offer
to shareholders, which closed on Friday 15 July, 2005. This offer
resulted in the issue of 6,628,833 shares at a price of $0.61 per share.

With the exception of the above capital raising, the Directors are
not aware of any matter or circumstance since the end of the
financial year, not otherwise dealt with in this report or the financial
staternents that has significantly affected or may significantly affect
the operations of the Company, the results of those operations or
the state of affairs of the Company in subsequent financial years.

Environmental Regulation

Other than the general laboratory standards and guidelines, Metabolic
is not subject to significant environmental regulations.

Inherent Risks of investment in Biotechnology Companies

Some of the risks inherent in the development of a pharmaceutical
product to a marketable stage include the uncertainty of patent
protection and proprietary rights, whether patent applications and
issued patents will offer adequate protection to enable product
development, the obtaining of the necessary drug regulatory
authority approvals and difficulties caused by the rapid advancements
in technology. Also, a particular compound may fail the clinical
development process through lack of efficacy or safety. Companies
such as Metabolic are dependent on the success of their research
projects and on the ability to attract funding to support these
activities. Investment in research and development projects

cannot be assessed on the same fundamentals as trading and
manufacturing enterprises. Thus investment in these areas must
be regarded as speculative.

This Annual Report may contain forward-looking statements regarding
the potential of the Company’s projects and the development and
therapeutic potential of the Company’s research and development.
Any statement describing a goal, expectation, intention or befief

of the Company is a forward-looking statement and should be
considered an at-risk statement. Such statements are subject to certain
risks and uncertainties, particularly those inherent in the process

of discovering, developing and commercialising pharmaceutical
compounds that are safe and effective for use as human therapeutics
and the financing of such activities. There is no guarantee that the
Company’s research and development projects will be successful or
receive regulatory approvals or prove to be commercially successful in
the future. Actual results of further research could differ from those
projected or detailed in this report. As a result, you are cautioned not
to rely on forward-looking statements.

Auditor's independence and Non-Audit Services

The directors received the following declaration from the auditor
of Metabolic Pharmaceuticals Limited.

Auditor’s Independence Declaration to the Directors of Metabolic
Pharmaceuticals Limited

In relation to the audit of the financiat report of Metabolic
Pharmaceuticals Limited for the financial year ended 30 June 2005, to
the best of my knowledge and belief, there have been ne contraventions
of the auditor independence requirements of the Corporations Act 2001
or any applicable code of professional conduct.

Eontes Ty

Ernst & Young

me-z/v»

Denis Thorn
Partner

Melbourne
25 August 2005

Non-Audit Services

During the period under review the amount received, or due and
receivable for non-audit services provided by the Company’s auditor,
Ernst & Young were:

- preparation of the Company's Income Tax Return A$2,000

The Directors are satisfied that the provision of non-audit services

during the current period is compatible with the general standard of
independence for auditors impased by the Corporations Act. The nature
and scope of each type of non-audit service provided means that auditor

independence was not compromised.




Corporate Governance Statement

Introduction

The Board of Metabolic is responsible for the corporate governance
of the Company and guides and monitors the business and affairs
of the Company on behalf of its shareholders.

This statement describes Metabolic's corporate governance
framework, which predominantiy reflects the 10 Principles of Geod
Corporate Governance and 28 Best Practice Recommendations

established by the ASX Corporate Governance Council in March 2003,

Metabolic’s compliance with these Principles and Recommendations
can be summarised as follows:

Principles
(Recommendations)

Metabolic's
Compliance

WL N s w

. Recognise the legitimate interests of stakeholders

Lay solid foundations for v’
management and oversight
Structure the Board to add value
(2.1 A majority of the Board should
be independent Directors)

(2.4 The Board should establish

a Nomination Committee)

Departure

Departure
Promote ethical and responsible decision-making
Safeguard integrity in financial reporting

Make timely and balanced disclosure

Respect the rights of shareholders

Recognise and manage risk

Encourage enhanced performance

Remunerate fairly and responsibly

AN N N NN NN

Metabolic carried out a comprehensive review of its corporate
governance policies and practices to determine to what extent

the Company had followed the above mentioned Principles of
Good Corporate Governance and Best Practice Recommendations.
This review revealed that Metabolic was compliant with 26 of the
28 Best Practice Recommendations for the entire period under
review, Due to the size and nature of its operations, Metabolic

has determined that in a few instances the Company is best served
by policies that vary from these Best Practice Recommendations.
Any departures from the Best Practice Recommendations are
discussed below, together with supplementary comments

on key Principles of Good Corporate Governance.

Structure the Board to add Value

The skills, experience and expertise relevant to the position of
Director held by each Director in office at the date of this report
are included in the Directors’ Report under the section headed
Board of Directors. Directors of Metabolic are considered to be
independent when they are independent of management and
free from any business or other relationship that could materiatly
interfere with the exercise of their independent judgement.

A Majority of the Board should be Independent Directors
(Recommendation 2.1)

In the context of Director independence, to be considered
independent, a Non-Executive Director may not have a direct

of indirect material relationship with the Company The Board
has determined that a material relationship is one which impairs
or inhibits, or has the potential to impair or inhibit, a Director’s
exercise of judgement on behalf of the Company and

its shareholders.

The table below sets out the name, position, independence
and tenure of each Director who served on the Board during
the period under review:

Name Position Independence Term in Office

Dr Arthur Emmett Chairman — Non-Executive Director Independent 7 years

Dr Roland Scollay CEO / Managing Director — Executive Director Non-independent 3 years

Dr Chris Belyea Chief Scientific Officer ~ Executive Director Non-independent 7 years

Dr Evert Vos Medical Director — Non-Executive Director Non-independent 7 years
Independent 1 year

Mr Patrick Sutch Non-Executive Director
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At the date of this report the Board consists of five directors, only two Structure of the Audit Committee

of which are deemed independent, namely the Chairman, Dr Arthur (Recommendation 4.3)
Emmett and Mr Patrick Sutch. The Board is actively seeking additional Members of the Audit Committee during the period under review
Board Members to move towards a majority of independent directors. included Mr Sutch (Chairperson), Dr Emmett and Dr Scollay. Metabolic

was fully compliant with the membership requirements outlined in ASX
Listing Rule12.7 for companies included in the ASX All Ordinaries Index

until 1 February 2005, as follows:
¢ only Non-Executive Directors;

The Board has adopted procedures to allow Directors, in the

furtherance of their duties, to seek independent professional

advice at the Company's expense.

The Board should Establish a Nomination Committee
———— (Recommendation 2.4) ¢ amajority of independent Directors;

8 As Metabolic has a relatively small Board, a formal Nomination *  an independent chairperson, who is not chairperson
of the Board; and

Committee has not been established as ro real efficiencies would
be gained from the existence of such a committee. ' ¢ atleast three members.
On 1 February 2005, Dr Scollay was appointed as CEQ / Managing
Director, thus changing the composition of the Audit Committee to two
Non-Executive Directors and one Executive Director. From 1 February
2005 to 30 June 2005, Metabolic was compliant with the transitional
requirements of Listing Rule 12.7 which permitted Audit Committees

to have a majority of Non-Executive Directors. These transitional
arrangements expired on 30 June 2005. The Board is cognisant of the
need, as from 1 July 2005, to appoint a further Non-Executive Director

to serve on the Audit Committee and is actively moving towards this goal.

To ensure the Board is well equipped to discharge its responsibilities,

it has guidelines for the nomination and selection of Directors and for
the operation of the Board. The charter of the Nomination Committee
has been incorporated into the Board Charter and as such the

Board considers all matters that would be relevant for a Nomination
Committee, including a regular assessment of the size, composition
and skill mix of the Board.

Safeguard Integrity in Financial Reporting
The Board should Establish an Audit Committee Details of the names and qualifications of the members of the
Audit Committee are included in the Board of Directors section

{Recommendation 4.2)
in this Directors’ Report.

The Audit Committee operates under a charter approved by the
Board. It is the Board’s responsibility to ensure that an effective control
framework exists within the entity. This includes ensuring that there
are internal controls to deal with both the effectiveness and efficiency
of significant business processes, including the safeguarding of assets,
the maintenance of proper accounting records and the reliability of
financial information as well as non-financial considerations.

The partner of the Company’s external auditor is invited to attend Audit
Committee meetings as required. For details of the number of meetings
of the Audit Committee held during the year and the attendees at those
meetings, refer to the Directors’ Meetings section in this Directors’ Report.

Respect the Rights of Shareholders

Metabolic is committed to providing shareholders with access to
relevant information to make an informed assessment of the Company’s
operations, risk profile, business strategies and future prospects.
Metabolic communicates regularly with its shareholders, within the
parameters of its Continuous Disclosure Policy and Communications
Palicy, using the following:

«  quarterly Investor Update distributed to all shareholders;

The Board has delegated the responsibility for the establishment and
maintenance of a framework of internal control and ethical standards
for the management of the Company to the Audit Committee. The
Audit Committee also provides the Board with additional assurance
regarding the reliability of financial information for inclusion in the

financial statements.
The Audit Committee is responsible for nomination of the external

auditor and reviewing the adequacy of the scope and quality of the
annual statutory audit and half year statutory review.

« the Annual Report which is distributed to all shareholders
who choose to receive it;

 the half yearly report provided to the ASX;

» website disclosure of all ASX announcements,
Media Releases and Board Policies; and

« the Annual General Meeting and other meetings so called
to obtain approval for Board actions as appropriate.




In June 2005, Metabolic initiated a campaign to encourage shareholders
to elect to receive communications electronically. This initiative serves the
best interests of shareholders by facilitating the delivery of the Annual
Report, Notice of Meeting and other shareholder communications by
electronic means, thus reducing costs and protecting the environment.

Encourage Enhanced Performance

Disclose the Process for Performance Evaluation of the Board,
its Committees and Individuzl Directors and Executives
(Recommendation 8.1)

Evaluating Board performance and the performance of key Executives
is a fundamental element of the Board's monitoring role, especially
with regard to the long-term growth of the Company and shareholder
wealth. Details relating to the policy for performance evaluation

and the amount of remuneration (monetary and non-monetary)

paid to each Director and Specified Executives are set out in the
Remuneration Report section of this Directors’ Report,

Remunerate Fairly and Responsibly

It is the Company’s objective to provide maximum shareholder
benefit from the retention of high quality Directors and Executives
by remunerating fairly and appropriately with reference to relevant
market conditions.

It is important to recognise that the corporate performance of
Biotechnology companies can not be measured using the same
fundamentals commonly used in other industries. Given the inherent
high-risk nature of the Biotechnology Industry, the direct correlation
of Executive rewards and key financial performance measures such
as Share Price, TSR, Net Earnings Per Share or Company Earnings,
in the view of the Board, is inappropriate.

Provide Disclosure in refation to the Company’s Remuneration Policies
{Recommendation 9.1)

A comprehensive description of Metabolic's Remuneration policies
and procedures, including details of the costs and benefits of those
policies, and the link between remuneration and performance are
set out in the Remuneration Report.

The Board should Establish a Remuneration Committee
(Recommendation 9.2)

Remuneration of Directors and Executives is estabfished by

the Remuneration Committee. This Committee consists of three
Directors with the majority being independent, including an
independent Chairman. The members of the Remuneration
Committee during the period under review were Dr Emmett
(Chairman), Dr Scollay and Mr Sutch.

The Remuneration Committee is responsible for advising

the Board on remuneration policies and practices, and makes
specific recommendations on remuneration packages and other
terms of employment.

For details on the number of meetings of the Remuneration
Committee held during the year and the attendees at those
meetings, refer to the Board and Committee Meetings section
in this Directors’ Report.

Clearly distinguish the Structure of Non-Executive Directors’
Remuneration from that of Executives 1 9
(Recommendation 9.3)

Metabolic's current structure for Non-Executive Director remuneration
is differentiated from Executive remuneration to the extent that
Non-Executive Directors do not receive cash bonus payments or leave
entitlements. Non-Executive Directors are not provided with any

post employment entitlements other than statutory superannuation

as applicable.

Historically, Non-Executive Directars have been issued Options, and it
is Metabolic’s intention to continue granting Options to Non-Executive
Directors, subject to shareholder approval. The Board recognises

that this is a departure from best practice guidelines, however, it is
common practice to grant Options to Non-Executive Directors in the
Biotechnology Industry. The Board believes that this is an effective, low
cost means of providing ownership of the Company to Non-Executive
Directors, whilst conserving the Company's limited cash resources.

The following policies and statements can be downloaded
from the Corporate Governance section of the Company’s
website: www.metabolic.com.au:

* Annual Corporate Governance Statement;
e Full Board Charter, including policy on Nomination /
Appointment process;

s Code of Conduct;

» Code of Practice for Buying and Selling Shares;
¢ Audit Committee Charter;

* Continuous Disclosure Policy,

*  Communications Policy;

* Risk Management Policy;
« Performance Evaluation Process for Directors and Executives; and

e Remuneration Committee Charter.
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Remuneration Report

introduction .

This report outlines remuneration arrangements in place for Directors
and Specified Executives of Metabolic.

It is important to recognise that the performance of Biotechnology .
companies can not be measured using the same fundamentals
utilised in other industries. Metabolic has not yet made a profit as
the Company s still in the process of nurturing grass roots research
through to commercialisation. The Company has had a number of
significant achievements in advancing its two main drugs to their
current stage of dlinical development. The key achievements and
milestones of Metabolic are a more meaningful performance
measure to correlate levels of remuneration.

The specific matters included in this Report are set out below under
separate headings, as follows:

the year ended 30 June 2005, including details of equity
instruments provided as remuneration.

Remuneration policy - Non-Executive Directors
This section describes the Company’s rationale in determining
Non-Executive Director payments and other relevant disclosures.

Remuneration policy - Executive Directors and

Specified Executives

This section describes the Company’s rationale in determining
salaries and incentives for Executive Directors and Specified
Executives, including explanations of the link between remuneration
and company performance, as well as details of Executive
employment contracts.

Details of Remuneration

For the year ended 30 June 2005, details of the remuneration
of each Metabolic Director and Specified Executive are set out

in tha tables below.

s Details of remuneration - Directors (including Non-Executive
Directors and Specified Executives)
This section sets out clearly the dollar value of all components of
remuneration Directors or Specified Executives received during

Directors and Specified Executives were not granted any options
as part of their remuneration during the year under review.

Primary benefits Post Employment Equity Other Total
benefits
Directors Salary Cash Consulting Non- Superann-  Retire- Options Other
& Fees bonuses Fees manetary uation ment (i) &{iv)
(i) benefits (i) benefits

Dr Roland Scollay ! 2005 132,180 - - 2,109 10,321 - - 20,000 164,610
(CEO / Managing Director and 2004 21,000 - - - - - - - 21,000
former Non-Executive Director)
Dr Chris Belyea ? 2005 250,008 - - 5,061 22,501 - - - 277,570
(Chief Scientific Officer and 2004 250,008 - - 4,217 22,501 - 29,751 - 306,477
former CEQ / Managing Director)
Dr Arthur Emmett 2005 66,462 - - - 4,387 - - - 70,849
(Chairman & Non-Executive Chairman}) 2004 50,000 - - - 4,500 - 10,287 - 64,787
Dr Evert Vos ? 2005 32,000 - 51,069 - - - - - 83,069
{Non-Executive Director) 2004 32,000 - 52,009 - - - 29,751 - 113,760
Mr Patrick Sutch 2005 30,000 - - - - - - - 30,000
{Non-Executive Director) 2004 3,750 - - - - - - - 3,750
Total remuneration for Directors 2005 510,650 - 51,069 7,170 37,209 - - 20,000 626,098

2004 356,758 - 52,009 4,217 27,001 - 69,789 - 509,774
Aggregate of Directors’ Remuneration 370,258 - 89,509 - 28,216 - 99,540 - 587,523
disclosed in the 2004 Annual Report *




Primary benefits Post Employment Equity Other Total
benefits
Specified Executives Salary Cash Consulting Non- Superann-  Retire- Options Other
& Fees bonuses Fees monetary uation ment (iiiy&(iv}
(i) benefits (i) benefits
Mr David Kenley* 2005 205,257 10,000 - 5,061 19,390 - - - 239,708
(Vice Prasident - Corporate 2004 136,050 35,845 - 4,217 15,471 - 22,313 - 213,896
Development & Joint Company Secretary)
Ms Belinda Shave 2005 114,694 10,000 - 5,061 11,222 - 11,602 - 152,579
(Financial Controller/Company Secretary) 2004 107,165 4,000 - 4,217 10,005 - 4,210 - 129,597
Dr Caroline Herd 2005 161,772 10,000 - 5,061 15,459 - 12,848 - 205,140
(Vice President - Clinical Development) 2004 112,445 10,000 - 4,217 11,020 - 10,577 - 148,259
Mr David Smith® 2005 150,000 5,00b - - 13,950 - - - 168,950
{Manufacturing Manager) 2004 127,885 - - - 11,510 - - - 139,395
Dr Mary Saleh 2005 101,411 2,000 - 5,061 9,307 - 957 - 118,736
(Vice President - Research) 2004 79,579 - - 4,217 7,162 - 5,949 - 96,807
Dr Andrea McCracken 2005 103,336 12,000 - 5,061 10,380 - 14,503 - 145,280
(Research Manager) 2004 83,885 10,000 - 4,217 8,450 - 5,095 - 111,647
Total remuneration 2005 836,470 49,000 - 25,305 79,708 - 39,910 - 11,030,393
for Specified Executives 2004 647,009 59,845 - 21,085 63,618 - 48,144 - 839,701
Aggregate of Specified Executives 435,239 49,845 - - 43,658 - 43,049 - 571,791
disclosed in the 2004 Annual Report?

Notes:

1 DrRoland Scollay was appointed CEC / Managing Director on 1 February 2005.
Prior to this appointment, Dr Scollay had served on the Board as a Non-Executive
Director since November 2002, The amount disclosed for Salary & Fees for 2005
includes $17,500 in relation to Non-Executive Director’s Fees paid to Dr Scollay
from 1 July 2004 to 31 January 2005.

2 Dr Chris Belyea relinquished his role as CEO f Managing Director effective
31 January 2005, to take up the position of Chief Scientific Gfficer
on 1 February 2005.

3 DrEvert Vios was paid consultancy fees of $51,069 for additicnal services
for 2004-05.

4 These amounts represent the aggregate of Directors disclosed in the 2004
Annual Report. The Directors specified in this report are different to those
specified in the 2004 Annual Report.

5 Mr David Kenley ceased to be a Company Secretary of Metabolic on
23 December 2004 and resigned from Metabolic on 1 July 2005.

6  Mr David Smith commenced employment with Metabolic on 25 August 2003,
The amount disclosed for 2004 represents 10 months remuneration for the year
ended 30 June 2004.

7 These amounts represent the aggregate of Specified Executives disclosed in the
2004 Annual Report. The Executives specified in this report are different to those
specified in the 2004 Annual Report.

) Bonuses
Individual performance reviews were conducted in September 2004, Cash

bonuses included in the remuneration of Specified Executives were granted in
November 2004, based on qualitative individual performance determined during

the formal review process.

(ii)

(i)

()

Non-monetary Benefits
Non-monetary benefits consist solely of the value of car parking benefits.

Fair Value of Options - current period

For the period under review; the fair vaiue of equity based remuneration, disclosed

in the above tables, was determined using a binomial option-pricing model. This
mode! takes into account, as at grant date, the exercise price and expected life of the
option, the vesting criteria, the current price of the underlying share and its expected
volatility, expected dividends and the risk-free interest rate for the expected life of the
option. The equity based remuneration included in the tables above relate to options
issued pursuant to the Metabolic Emplayee Share Option Plan which have an expiry
date between 54 and 59 months with staggered vesting terms based on anniversary
periods. The option-pricing model values each of these vesting portions separately.
Accordingly, the amortised equity remuneration disclosed in the tables above

reflect the apportioned value of the options during the year ended 30 June 2005,
During the period under review, no amount has been included in the equity based
remuneration section for each Director or Mr David Kenley as there were no options
granted to those individuafs during this period and options previously granted had
all vested prior to the current period. Currently, the amortised fair values are not
recognised as an expense in the financial statements and no adjustments have been
made or will be made to reverse amounts previously disclosed in relation to options
that never vest or are not exercised (i.e. actual forfeitures).

Fair Value of Options ~ previous period

The fair value of the prior year equity based remuneration, disclosed in the tables
above, was determined using the Black-Scholes option-pricing model. The price-
modefed value of the options were amortised and disclosed on a straight-line basis
from the date of grant until expiry. This model took into account, as at grant date,
the exercise price, the expected life of the option, the vesting criteria, the current
price of the underlying share and its expected volatility, expected dividends and the
risk-free interest rate for the expected life of the option.
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For the period under review, the fair value of each option is estimated using a binomial option pricing model as indicated in note (iii}

on the previous page, with the following assumptions:

Options granted on

Binomial Option Pricing
11 December 2000

Nodel Variables

Options granted on

Options granted on
23 December 2003

Options granted on
22 November 2002

14 December 2001

Exercise Price $0.80 $0.90 $0.90 $1.00

Risk-free interest rate 5.40% 5.33% 5.22% 5.56%

Volatility 35% 35% 35% 35%

Expiry Date 11 November 2005 14 November 2006 22 October 2007 23 November 2008

Dividend yield - - - -

Average Fair Value per option (cents) 78 18.0 16.0 26.0

Name Number and value of options Total
for the year ended 30.06.05

Ms Belinda Shave Number of options - - - 120,000 120,000
Value for year ended 30.06.05 - - - $11,602 $11,602

Dr Caroline Herd Number of options - 250,000 150,000 - 400,000
Value for year ended 30.06.05 - $6,791 $6,057 - $12,848

Dr Mary Saleh Number of options 250,000 - - - 250,000
Value for year ended 30.06.05 $957 - - - $957

Dr Andrea McCracken  Number of options - - - 150,000 150,000

- - $14,503 $14,503

Value for year ended 30.06.05 -

Remuneration Policy - Non-Executive Directors

The Remuneration Committee requires the Board to determine

the remuneration of Non-Executive Directors based on independent
external advice with regard to market practice, relativities, and
director duties and accountability. The Company’s remuneration
policy is designed to attract and retain competent and suitably
qualified Non-Executive Directors, to motivate these Non-Executive
Directors to achieve Metabolic’s long term strategic objectives and

to create value for shareholders. Non-Executive Director remuneration
is commensurate with the responsibilities, time and risk involved

in carrying out their directorship.

Fee Pool

Non-Executive Directors’ fees are determined within an aggregate
directors’ fee pool limit, which is periodically approved by
shareholders. At the 2004 Annual General Meeting, shareholders
approved an increase in the maximum aggregate remuneration paid
to Non-Executive Directors by $100,000, from $200,000 to $300,000.

Total Non-Executive Directors' fees paid during the year ended
30 June 2005, amounted to $150,350, representing 50% of the fee
poo! approved by shareholders at the 2004 Annual General Meeting.

Consulting fees paid to Non-Executive Directors for additional
services are not included in this aggregate pool of fees.

Fees

The allocation of Non-Executive Directors’ fees is reviewed regularly.
The Chairman is paid additional fees in recognition of the additional
responsibilities attaching to that role. No additional fees are paid to
Directors for their duties as members of the Audit or Remuneration
Committee. During the year ended 30 June 2005 the Company
held a total of 13 formal meetings, including Committee, Board
and Shareholder meetings.

According to the Director and Senior Executive Remuneration Report
published by Corporate Remuneration Advisors (May 2005), the average
total fixed remuneration for a Non-Executive Director and Chairman in
the Chemicals/Biotechnology/Pharmaceuticals industry sector.is $78,000
and $79,000 respectively. This average is significantly higher than the
fees paid to the Non-Executive Directors of Metabolic.




Metabolic conducted a review of the remuneration paid to Non-
Executive Directors and Chairpersons in 2004 of nine ASX listed peer
companies'. This review also revealed that fees paid to Metabolic's
Non-Executive Directors and its Chairman are below industry average.

Nen-Executive Directors are reimbursed for out of pocket expenses
incurred as a result of their directorship or any special duties.

Equity participation

The Board encourages Non-Executive Directors to own Company
shares. Subject to shareholder approval, Non-Executive Directors may
receive equity as part of their remuneration.

Given the risks and responsibilities of Non-Executive Directors in the
current environment, the cash component of the Non-Executive
Director’s fees is limited incentive. As Metabolic is still nurturing
research and development projects to commercialisation and
accordingly remains in an annual loss position, it is difficult to provide
sufficient incentives without using an equity based plan. Whilst the
Board acknowledges best practice for the granting of options to Non-
Executive Directors, it has granted options to Non-Executive Directors
as this is an effective, low cost means of providing ownership of the
Company, whilst conserving the Company's limited cash resources. It
is common practice to grant options to Non-Executive Directors in the

Biotechnology Industry.

No options have been granted to Non-Executive Directors during
the year ended 30 fune 2005.

Retiring Altowance

No retiring allowances are paid to Non-Executive Directors.

Superannuation

Metabolic pays the statutory superannuation guarantee charge
in relation to eligible Non-Executive Directors.

Remuneration Policy - Executive Directors and

Specified Executives

Metabolic’s overall group remuneration policy is set by the Board's
Remuneration Committee. The policy is reviewed on a regular basis
to ensure it remains contemporary and competitive.

For the Executive Directors and Senior Executives the policy is
intended to be consistent with the ASX Corporate Governance

Council’s Principles of Good Corporate Governance and Best Practice
Recommendations (Principle 3 Remunerate Fafrly and Responsibly).
Broadly, this policy is intended to ensure:

» for each role, that the balance between fixed and variable
{performance) components is appropriate having regard
to both internal and external factors;

» that the set individual objectives will result in sustainable
beneficial outcomes;

» that all performance remuneration components are appropriately 23
linked to measurable personal, business unit or company
performance; and

» that total compensation (that is, the sum of fixed and
variable components) for each Executive is fair, reasonable
and market competitive.

The Remuneration Committee is responsible for evaluating the
performance of the Chief Executive Officer, who in turn evaluates
the performance of all other Executives and makes recommendations
to the Remuneration Committee. The evaluation process is intended
to assess the Company’s business performance, whether long-term
strategic objectives are being achieved and the achievement of
individual performance objectives.

The relationship between Metabolic's remuneration policy and the
Company's performance is set out in the section of this report titled

Company Performance.

Generally, there are three components of Executive remuneration
provided, as follows:

1. fixed annual remuneration comprising salary and benefits?,
including superannuation; and

2. short-term performance incentive; and
3. medium and long-term incentive, generally through participation

in Metabolic's Employee Share Option Plan {*MESOP").

The combination of these three companents comprises an Executive’s

total remuneration.

1 Companies were sefected based on industry sector, clinical development and market capitalisation.

2 The only non-monetary benefit provided to Executives is car parking.
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Fixed Annual Remuneration

Executives are offered a market competitive base salary. Base
salary is reviewed on a regular basis against market data for
comparable positions. :

Adjustments to base salary are made based on promotion or
significant role responsibility changes, pay relativities to market
and relative performance in the role,

Shornt-Term Incentives

Short-term incentives in the form of cash bonuses are paid to
selected Executives based upon individual performance and
achievement of personal and corporate objectives. For example:

* satisfactory completion and design of clinical trials;

e securing Government and public funding through grants
and share placements; and

» maintenance of high ethical standards.

Performance objectives and Key Result Areas are agreed with each
Executive at the beginning of the period and performance is measured
against indicators to determine the value of cash bonuses paid. The
annual bonus pool is determined by a nominated percentage of the
annual budget for salaries and is apportioned based on the outcomes
of each individual performance evaluation conducted by the CEQ /
Managing Director.

Medium and Long-Term Incentives

Metabclic’s medium and long-term Executive incentive policy aims
to focus on corporate performance and retention of key Executives.

Historically, Executives have received option allocations under the
Metabolic Employee Share Option Plan (“MESOP") which have an
expiry date between 54 and 59 months from the grant date, and
exercisable beginning the first anniversary of the date of grant,
subject to continued employment.

Due to the speculative nature of the industry, it is not appropriate to
grant the exercise of options subject to the satisfaction of traditional
performance conditions, such as Total Shareholder Return (TSR) or
share price targets. The options are issued for nominal consideration,
and are granted at the discretion of the Board. The vesting condition
attaching to these options is continued service. These options cannot
be transferred and will not be quoted on the ASX.

Metabolic's medium and long-term incentive practices for Executives
have been reviewed in detail during the current period.

The Board recognises that certain remuneration policies may need to
be adjusted from time to time in order to ensure the appropriate mix
between performance based and non-performance based elements
and between long and short-term goals and rewards, depending upon
the challenges facing the business and its objectives at any given

point in its development.

Board Performance

Evaluating Board performance is an important element of the Board's
monitaring role, especially with regard to the long-term growth of the
Company and shareholder wealth. The Board conducts a comprehensive
annual self-evaluation to determine whether it and its committees are
functioning effectively. Metabolic has five Directors, and accordingly the
costs associated with engaging an external consultant is not seen to be

beneficial to the Company.

This financial year, each Director was required to complete a detailed
gquesticnnaire including roles and responsibilities, business strategy, senior
management and reporting and compliance systems. The assessment
dealt with individual performance as well as the collective performance

of the Board and its committees, including consideration of the Board's
overall contribution to Metabolic and identifying areas in which the Board
could improve.

The Board intends to employ the same evaluation process in future years.

Company Performance

The statutory requirements for this section of the Remuneration Report
were broadened this year to include a discussion of the relationship
between remuneration policy and the Company's performance,
including details of Company performance for the last four years. Given
the inherent high-risk nature of the Biotechnology Industry, the direct
correlation of Executive rewards and key financial performance measures
such as Share Price, TSR, Net Earnings Per Share or Company Earnings,
in the view of the Board, are inappropriate.

At this stage of Metabolic’s drug and candidate pipeline, Metabolic’s
annual earnings are predominantly impacted by research and
development expenditure, and costs associated with clinical trials.
Accordingly, no dividends have been declared, nor has there been a
return of capital since listing. Metabolic's share price has been driven
by speculation in anticipation of results from clinical trials and is not
necessarily indicative of future share price performance.




Metabolic has designed its remuneration policies to ensure significant
linkage between rewards and specific achievements that improve
shareholder wealth, including the following key measures:

¢ completion of clinical trials on time;
s qualitative individual performance;

* the addition of other pre-clinical or clinical stage drug candidates
to continue building the pipeline;

* ensuring sufficient capital resources (through securing
government grants and capital raisings); and

* further collaboration and partnerships.

The Board continues to review remuneration policy to ensure
competitive and appropriate rewards for Executive performance,
with transparent alignment to shareholder and employee interests.

Employment Contracts

Dr Roland Scollay — CEO / Managing Director

Dr Scollay served on the Metabolic Board as a Non-Executive Director
since November 2002, and commenced an ongoing contract as
CEQ/ Managing Director on 1 February 2005. A signing on bonus
of $20,000 in addition to salary was paid to Dr Scollay upon
commencement of his contract. Dr Scollay’s contract will be reviewed
annually in conjunction with a salary review. Under the terms of the

present contract:

» Dr5collay may resign from his position and thus terminate his
contract by giving six months written notice;

* Metabolic may terminate Dr Scollay’s contract by providing
12 months’ written notice or provide payment in lieu of all or
part of the notice period (based on the fixed component of
remuneration). On notice of termination by the Company, any
long-term incentive options that have vested, or will vest during
the notice period will be released. Long-term incentive options
that are not vested will be forfeited; and

* Metabolic may terminate the contract at any time without
notice in circumstances that warrant summary dismissal, Where
termination with cause occurs, Dr Scollay is only entitled to that
portion of remuneration which is fixed, and only up to the date

of termination.

Performance based bonuses of up to 20% of salary will be paid
annually against goals agreed between Dr Scollay and the Board.
A one-off special bonus will be paid upon signing of a deal with
a large pharmaceutical company, details and amount to be
determined by the Board.

As a long-term incentive, Dr Scollay will be granted equity
remuneration which will be subject to shareholder approval
at the Company’s next Annual General Meeting.

Other Director and Specified Executive contracts

All other Directors and Spacified Executives are employed under
standard ongoing employment contracts which do not specify
a fixed term, performance conditions or termination benefits.

Other Information

Loans to Directors and Executives

No loans have been made to Directors of Metabolic or to any of
the Specified Executives, including their personally-refated entities.

Company Secretary

Details of the qualifications and experience of the Company Secretary
are set out in the Board of Directors section in the Directors’ Report.

This Directors’ Report, incorporating the Corporate Governance
Statement and Remuneration Report, has been signed in accordance
with a Resolution of the Directors made on 25 August 2005.

Blows s,

Roland Scollay
Managing Director

Arthur Emmett
Chairman

Melbourne
25 August 2005
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STATEMENT OF FINANCIAL POSITION at 30 June 2005

Note 30 June 2005
g

Current Assets

Cash asséts 38 17,077,358

Receivables ) 74,867

Othér

3(0) 205,015

30 June 2004
$

17,346,984

125,081
210,163

Total Current Assets

117,357,240

17,682,228

Mon-Current Assets - -

Property, plant and equipment -

Other financial assets ~ investment in shares' ‘0, 500,000

Ca o 899

1,328,995

Total Non-Current Assets R

Total Assets _: . ‘18>,686,235

Current Liabilities
Payables

Provisions 7@ . . - 157,546

LBt 1,212,230

Total Current Liabilities -, :1,369,776

Non-Cufre_hf\.'__Liébil‘itié':s“ S

i 3ane.

Provisions

34,719 .

Total Non-Current Liabllities ~

1404495

Total Liabi!itie's'.; :

Net Assets

ST arasiza0

Equity

Contributed equity . - oo 61,777,978

Reserves 383,478

" (44,879,716) -

50,416,166
383,478 .

(34,115,128)

Accumulated losses. "+«

17,281,740 -

16,684,516

Total Equity




STATEMENT OF FINANCIAL PERFORMANCE yearendedSOJuneZOOS

30-June 2004

(10,433,074
(1,920,128)

Note. 30 June 2005,

@ $ V
Révenue from ordinary_ac‘_t’i\‘/ities,_ S OF o L 792,288
Research and developrhent expenses 2(b) o (8,958,840)
Overhead experises 2(by: (2,598,037)
Loss from ordinary activities before income tax expense (10,764,589)
10. -

(9,543,526) -

Incomie tax expense relating to ordinary activities . :*

" +(9,543,526).

Loss from ordin‘ary"a_c‘_tirrities ah:_er felated income tax expense - _ _(16,:764,589)_
Extraordinary items after related income tax e» -

Net loss

(10,764,589)

(9,543,526).

(10,764,589)

Net loss attributable to members of Metabo[i';_}?harrnaceuficaIsLimi‘ted Do

Net increase in'option’ p‘re_m"un1frese_rv_es_

Capital raising expenses

L a79,007)

Total revenues expenses and valuatlon adJustme w T

to members of the enmy and recognls d ‘drre’ (479,007)" -

Total changes in eqmty other than those resultlng

from transactions wrth owners as owners (11,243,596)
2o el

Basic earnings per share (cents per share) i
Diluted earnings per share (cen'rs per share (4.68)

TED R!Wnif!. RF?BP

METABGLIC PHARMACEUTILALS {.im
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STATEMENT OF CASH FLOWS year ended 30 June 2005

Note

Cash Flows from Operating _A'ctiVi:ti'es'-_
Payments to suppliers and emplbyées

GST refund received

Interest received

Grant incofme

Net opérating cash flows 13(b)

Cash Flows from lnvestmg Actlvmes
Payments for plant and equment »
Investment in shares SRR

Net investing cash‘_ﬂgws L

Cash Flows from Financing Activities". - -
Proceeds from share and optlon issues

Net financing cash ﬂows

Net mcrease/(decrease) in cash held
Cash at the begmmng of the fmanaal year

Cash at the end of the fmancnal yea

30 June 2005

$

(12,031,321
536,329
725,729

116773

30 June 2004

(

$

318,178

691,033
2,027,429

(‘IO 652 490)

(8,876,850) '+ -

S -_v‘l1:'3(>C)(i)_j e

" (478,950) -
(500,000)

s

{978,950)

11,361,813

11,361,813

13(d) .

(269,627):
17,346,985 -

17,077,357




NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

1. Statement of Significant Accolinting Policies

1.1 Basis of Accounting

The financial report is a general purpose ﬁnancral report whrch has
been prepared in accordance wrth the requrrements ‘of the Corporatrons
Act 2001 including applrcable Accountlng Standards Other mandatory
professional reporting requirements (Urgent Issues Group Consensus
Views) have also been complied with. The accounting polrcres adopted
are consistent with those of the previous year.,

The financial report has been prepared in accordance with the historical
cost convention.

The financial statements of the Company have been prepared on a going
concern basis. The Companys operations are subject to major risks due
primarily to the nature of research development and commercralrsatlon

to be undertaken. The risk factors set out may matenally rmpact the E
financiat performance and posrtron of the Company ncludrng the future :
value of the shares and optrons rssued The gorng concern basrs assumes :
that future capltal ralsmgs WIll be ava||able to enab) mpany 10

undertake the research development and commercralrsatron ofits pro;ects oo

and that the subsequent commercralrsatlon of the developed products
will be successful. The flnancral statements take no aceour
consequences, if any, of the lnabllrty of the Company to obtarn adequate
funding nor of the effects of unsuccessful research development and
commercialisation of the Companys pro;ects . =

1.2 Investments : :
Investments in listed companres are held at the lower of cost and market

value and as such any unrealrsed gains are not recognrsed in'the statement o

of frnancral performance

1.3 Contnbuted-

of the share proceeds recelved

1.4 Recoverable Amounts of Non Current Assets

All non-current assets are revrewed at least annually to determlne whether ;

their carrying amounts requrre wrlte down ta recoverable amount In
considering the llkely recoverable amount of non current ‘asséts, future
cash flows have not been dlscounted o thelr net present values :

1.5 Income Tax .
The financial statements apply the pnncrples of. x_ e_ftect accountrng The
income tax expense in the statement of flnanclal performance represents

estimated carry forward tax losses has not been recog" ecl as a future
income tax benefit asset as realrsatlon of such beneflt is not consrdered

virtually certain.

‘ also‘be met before _venue rs recognrsed
lnterest Control of. the rlght to recerve the mterest payment
I Govern ent Grants Control of ‘the rlght to recelve the gran

‘ from the government

. 1., 10 Research and Development

the tax on the pre- -tax accountrng Ioss adj usted for mcome and expenses .

: Offlce equrpment

1.6 Goods and'Services Tax (GST)
Revenues, expenses angd assets are recogniséd net of GST except

. where the GST incurred on a purchase of goods ands :
s not recoverable from the taxation authority, i in whid
GST rs recognlsed as part of the cost of acqursrtron of the assat .,

or.as part of the expense item as applicable; and i

. receivables and payables are stated with the amount of GST :
(if any) included. :

The net'amount of GST recoverable from, or payable to, the taxation.
authority is included as part of receivables or payables in the Statement
of Financial Position. Cash flows are included in the Statement_of Cash
Flows on a gross basrs (i.e. including GST) and the GST component o
of cash flows arrsrng from investing and financing activities, W i
recoverable from ar payable to, the taxatron authorrty are cla |fled‘ as o

Research and development costs are expensed as mcurred except :
where future benefits are expected, beyond any reasonable doub ;
fo exceed those costs Where research and development cost‘s ara:
deferred such costs are amomsed over future periods on a basi
related 10 expected future benefits. Unamortised costs are revre ed atr Lo
each balance date to determrne the amount (if any) that is no longer T
recoverable and any amount |dentlf|ed is written off. Patent :

expensed as incurrad.

Plant and Equrpmen

' useful economrc lrves as tollows

3-10years

Straight line." "

Syears  Straightline:’;

Laboratory plant and equipment

METABULIL PRARMACESTICALS. LIMITED | ANNUAL REPDRT: zt B
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NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

1. 16 Earmngs Per Share

1.12 Enipioyee Benefits ,

Provision is made for employee benefits accumulated _as a.
résult of employees rendenng services up to. the re' iting date ]
These benefits mclude annual Ieave andvlong service leave;

Liabilities arising in respect of employ_' beneﬁts Xpe N
settled within twelve months 6f the reportmg date such as annual
léave, ar '

gave, are measured at their. nomunal amounts based, .on remuneratron ] . costs of servncmg equity (other than dividends)
rates which are expected to be pald when the Ilablhty is settled. All :
other employee benefit liabilities are measured atthe present value ::

of the estimated future cash outflow to be madet_mﬁr:es_pect of s_ervrces
provided by employees up to the reporting date. in determinin'g the
present value of future cash outflows, the market yield as at the- - . other non-discretionary chianges in revenues of expenses durmg
reporting date on national government bonds, which have terms the period that would result from the dilution of potentlal
to maturity approxrmatmg the terms of the related l|ab|l|ty are used i 'ordlnary shares divided by the weighted average num

: : . r.\ordlnary shares and drlutlve potentlal ordmary share

adjdsted for o

. the after tax effect of dividends and interest assocrated wrth
d|lutlve potent|a| ordinary shares that have been recogmsed
as expenses and

d earnlngs per share calculatron

o in‘ddded in‘the ai

1. 17 Comparatlves
'Where necessary, comparatwes have been reclassified and
’ for con5|stency wrth current year dlsclosures

Ordinary share cap|tal bears no specral terms or condrtlons affectmg
income or capltal entltlements of the shareholder

1.14 Flnanual Instruments lncluded rn Assets :
on short term

Receivables represent |nterest earned and not ’
lnvestments Interest is recognlsed on.an effec ve yleld basis

1.15 Forelgn]Curre_ncyTra‘nsa ons
Foreign currency items are transidted to Australian currency

of the frnancral year

Exchange differences relatmg to monetary rtems
in the statement of finanmal pen‘ormance
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30 Jurie 2004 ¢

30 June 2005
. $
Revenue and Expenses o
(a) Operatmg loss from ordmary actav es is af‘ter credmng the followmg revenues:‘,b K
Revenues from ordmary operatmg ad tigs:
interest income from unrelated partles 675,515 790,41 .
Grants recewed_ 116,773 2,027,429 -
Sundry income N - 836 . - .
. 792,288 2,818,676
{6)  Operating loss from ordinary activities is after charging the following expenses: '
Research and development expense:
. Salaries and oncosts o 1,323,961 1,171,018
AOD9604 Obesnty Pro;ect s 4,683,932 '

- 2,289,323 -

ACV1 Neuropath|c Paln PrOJect
ivities | .- 661,624 -
. 8,958,840,
01,102,108
"Operatmg Ieases 137,460
Deprec:atson ofﬂce equapmen 15,624
Depreciation - Iaboratory equrpmen 216,998
Other administration expense 1.0 1,125,847 -
S 172,598,037
" 11,556,877
Current Assets -
(a)’- Cash Assets ; o
Cash - 127 358_ ‘
| Term deposits (i 116,950,000,
17,07‘7,358v1"f :
by Recelvables : -
Interest recelvable 74,867
(<) Other_A‘ssets_.ﬂ o
Prepayments ’ 119.2_94
Security deposﬁs 12,141
Other : 73,580
205,015 .

Property, Plant “nd Equnpment

209,556
-76,257 -

285,813, .

i) _
(104,530)

(45,622)

(41,279) ¢

Depreoatlon for the year

(150,152)

(104,530):

Closing balance

135,661

105,026: - ¢

Net Book Value OffICE Equlpment

LIPS TR S N Y
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NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

30 fune 2004

30/ June 2005
4 $
Property, Plant and Equrpment (contrnued) R h
Laboratory, Plant & Equtpment Lo
)  Cost
Opening balance 1,064,478 303,288 ;' -
Additions 46,553 . . 761,190, "
Closing balance 1,111,031 1,064,478
(i) Accumulated Depreciation ;
Opening balance (200,698) (77,027) .
Depreciation for the year (216,999) (123,671)
Closrng balance _ _ (417,697) (200,698),
Net Book Value » Laboratory, Plant and Equr rien 693,334 863 780 L
Net Book Value Property Plant and Eqmp il 828,995 : 968 806
Other Fman al Assets f : S
Investment " . . o
Shares at. lower of cost and recoverable value (|) . 500,000
() Thesum of 5500 000 was paid in December 2004 by way of subscnptron monies for 1 250,000 shares at
$0.40 per share i in the initial public offering of Neuren Pharmaceutlcals Limited (ASX Code: NEU) which were ’
subsequently issued on 28 January 20065. The market value of these shares at 30 June 2005 was 5562 SOO
Payables (Current) _
Creditors’ (unsecured) 1,195,854 1,867,412
Payable to Directors:, 16,376 =
Total payables: 1,212,230 1,867,412
Annual leave ..157,546,
(b - Non Current ST
Long Servrce Leave 34,7197
Total Provlslbns ' 192,265
Contributed Equrty _
Contrrbuted eqwty at begrnnrng of year 50,416,166 30,550 838;"_
Shares issued durlng the year 13(d) 11,817,818 19,926,980
Transaction costs - L (479,007) (61,652)
23,002 ;

Monies held rn trust for lSSUE of shares

61,777,978

50,416,166,

Contrlbuted equrty at end of year '

L v Number of Shares :
| 227989.605° . 170,5725

16,393,446 -

ata meetmg of the Company

as declared and rn the event of Wlndlng up the ompany to partlcrpate equally in the drstnbutlon of the assets (both capltal and
surplus), subject to any amounts unpard on shares Each Ordlnary Share entrtles the "holder 1o one vote, either in person or by proxy,_
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NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

10.

11

30 June 2005 30 Juhe 2004
$ $

Reserves and Accumulated Losses
(a) Optlon Premlum Reserve

Balance at beglnmng of penod 383,478 281,972

Issue of options during the period - 101,506 & .

Balance at end of period (i) 383,478 383,478,
(b)  Accumulated Losses )

Accumulated losses at the beginning of the financia) year (34,115,127) (24,571,602) -

Net loss (10,764,589) ~(9,543,525) "

Retained profits/(losses) at the end of the fmanaal year (44,879,716) C(34,115127) -

(08 Represems the nomlnal consideration pald for subscnber or employee options
and the pnce rnodelled value of optlons |ssued in. Ileu of payment for services.

Income Tax

The dlfference between‘lncome tax expense provnded in th fmanclal statements
and the prlma facae lncome tax expense i i o

Loss from ordlnary ctlvmes be ore lnc

. (10,764,589) .

(5,543.526)

Prima facie tax calculated at 30% (2004 30%) (3,229,377)
Tax effect of permanent dlﬁ‘erences b

- Research and_develop_ment_ (637,500).
- Listing expenses . 12,579
- Entertainment expenses S 860
Tax losses not brought to account 3,853,438

(2,863,058)

Gy con r:ré,ﬁlc;"td}"ae_dué_{i'bllﬁy'

lmposed by | lavy and :
i) there are nd changes in taxatlon leglslatlon adversely affectmg
the Company in reallsmg the benefl S

The estimated tax effect of the balance of ng dlﬁerences not brought to account
at period end are a future income tax beneflt of $63 680 (2004 '$24,169) and prowsron

for deferred i |ncome tax of $44 590 (2004 '$39 595) o

Employee Beneflts Recogmse g

The aggregate employee beneﬂt llablllty is comprised of .
' 71 157,546

15,004,086 . . :11,29536

134,719.

ASX. There are currently dlrectors execut' es and staff ellglble for this scheme -

192,265

establlshed by the dlrectors of Metabo Pharmaceutlcals L|m|ted although the management of Metabollc Pharmaceutlcals lerted g
‘optlons The optlons are |ssued for varying terms ranging from '54 10 59 months and are.l L




11. Employee Benefits Récognised (continued)

Informatior with réspect to the number of options grarited Uinder ttie Metablic Employee Share Option Plan is as follots:
{a) Employee Options 30 Juné 2005 ‘

(i) Employee Optrons over Ordmary Shares (No of optlons)

Date of issue 2312003 2300703 170103 221102 141201 35/05/01 1171200 10/03/00 1003000~ Total
ASX Code (unlisted options) ~ MBPAQ  MBPAS  MBPAQ MBPAQ MBPAQ MBPAQ MBPAQ MBPAG MBPAM™
On issug at bégirining of the year 580,000 207,692 280,000 150 ooo 250,000 80,000 250,000 450,000 404,312 2,652,004
Issued during the yeaf = = = = - - - - - -
Exercised during the year (i) (100} =~ (16,000) = (100) - - (450,000) (404,312) (870,512
Cancelled during the period o= s - = - - - - -
Outstanding at balance ‘ '
date and exercisable 579,900 207,692 264,000 150,000 249900 80,000 250000 - - 1,781,492
Issued subsequent to balance date = - s w - - - = - -
Exercised subsequent to balance date = (207,692) - .= e = (207,692)
Cancelled subsequent to balance date = - (14000 o~ - = s = - {114,000
Outstanding at daté of Directors’ ' o ' ' - o ) L e
Report and exercisable 579,900 - 150,000 150,000 249900 80,000 250,000 = - 1459800 37
Number of recipigfits 6 1 4 2 1 2 1 5 6 0
Exercise price - $1.00 55¢ 90¢ 20¢ 90¢ 80¢ 80¢ 80¢  43.33¢
Exercise period:  From 23/12/03  23/7/03 17/0103  22/11/02 14/12/01  25/05/01 11/12/00  10/03/00 10/03/00 .
To 33/11/08  3177/05 1771207 2211007 14/11/06  25/04/06 11/11/05  10/09/04 10/09/04 -

Expiration date 331108 31/7/05 1741207  22/10/07 14/11/06  25/04/06 11/11/05  10/09/04  10/05/04
The following propoitions )
vest from the datés showri: 10% 10/3/00  10/3/00°

40% 10/3/01  10/3/01

60% 10/3/02  10/3/02

80% 10/3/03  10/3/03 .

100% 10/0/04  10/3/04 .

20% .24/12/04 S 18/1/04 23/11/03. 15/12/02  26/5/02 12/12/01

40% 23/12/05 Lo ABM0ST 23/11/04  15/12/03 . 26/5/03  12/12/02

70% 24/12/06 LU 806 231105 1542/04  26/5/04  12/12/03

100% - 24/12/07 23/7/03 18/1/07 23/11/06 15/12/05 26/5/05 12112004

(i) Information relating to options exercised by employees durmg the year ended 30 June 2005

Number of shares issued o IR

Issue date! 05/07/04 - T = - - - - - 15,000 -
14/07/04 - - - - - - =~ 30,000 -
27/07/04 = - 16,000 - = - ~ - 13928
16/08/04 - - - - = - ~ 20,000 40,384
02/09/04 - -~ . - = - - 25000 107,692
10/09/04 - - - - - - -~ 360,000 242,308
09/06/05 100 - = = 100 - - - _

Exercise Price paid by Employees

Issue date: 05/07/04 - - - - = = = 12,000 -
14/07/04 = - - - ~ = =~ 24,000 -
27/07/04 - - 14,400 - - - = - 6,035
16/08/04 - 2 - - - - = 16,000 17,498
02/09/04 . - A - - - - =~ 20,000 46,663 .
10/09/04 T LU -0 = - - 288,000 104992: "
09/06/05 = © 100 - - 90 - = - -

Fair value of shares issued ' ) R S :

Issue date: 05/07/04 - = - - - - - 24750 -
1407/04 - - = - - - - 33,300 -
27/07/04 . - 020,320 - - - - - 17,689
16/08/04 B e T - .- - ~ 25200 50,884
02/09/04 - ek - - - - 34000 146,461
10/09/04 - - - - - - = 496,800 334,385
09/06/05 69 - - - 69 - - - -

Fair value of shares issued during the reporting period is estimated to be the market price of shares of Metabolic Pharmaceuticals Limited on the Australian Stock
Exchange as at close of trading on the respective i_ssue dateg. . L i
ST ' ‘ METABOLE P“LRMA{‘LHT LaLs i ™ \ea ; .‘w'n,maemn




" Cancelled subseguent to balance date - = - =

NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

11. Employee Benefits Recognised (continued)

{a) Employee Optiens 30 June 2004 4

(i) EmployeeOptlonsoverOrd aryShares (No ofoptlons) :

Daté of lisue. 2312003 23007003 1710103, 22011/02 14/i2/o_1 < 2500501 11/1260  10/0300 10/03/00

ASX Code (unlisted options) MBPAQ  MBPAS -MBPAQ MBPAQ‘ MBPAQ - MBPAQ MBPAQ MBPAG MBBAM:

On issue at beginhing of the year ~ 207,692 280,000 250,000 250,000 180,000 250,000 450,000 433466 357,692 2,658,850
Issued during the year 580,000 - - - = = - = = - 580,000
Exercised during the year (i) - = o - = (46,000 = - (21,07h  (92,308) (153,385)
Cantelled duting the period o= o= < {100,000y - (60000) =+ (8077) (265384) (433.461)

Outstanding at balance

date and exercisable 580,000 207,692 280,000 150,000 250,000 80,000 250,000 450,000 404312 - 2,652,004

Issued subseqient to balarice daté = - -

Exercised subseqient fo baiangeqate. = ik \_(_1:6,00'0)-‘ = - = = (650000 (54,317

Outstanding at date of Directors’

Report and exercisable 580,000 207,692. 264,000 150,000 250,000 80,000 250,000 385000 350,000 - 2,516,692
Number of recipients | 6 1 4 ‘ 2 i 2 ' 1 5 6 ‘ 3
Exercise price $1.00¢ 55¢ 907 90¢ 90¢ 80¢ 80z 80¢  4333¢  4333¢.
Exercise period:  From 23/12/03  23/7/03. 17/01/03 22/11/02 14/12/01 25/05/01 11/12/66  10/03/00 10/03/00  28/10/98
To 23/11/08 31/7/05 -_-"-.1_7/12/97 22/10/07  14/11/06 . 25/04/06 11/11/05 10/09/04 10/09/04  31/07/03

31/7/0

Expiration date 23/11/08 1711207 - 22/10/07 14/11/06 25/04/06 11/11/05  10/09/04 10/09/04 31/07/03."

(i) Inforniation rélafirié 10 options exerc"ise‘_dv by. emplgjéie'si’duvrihé the'year endéd 30 Jurie: 2004

Numbér of shares issued e
- - = - 346160

Issue date: 100703 - - - - - .
20703: - e - - - - - sTesr
23/07/03 - a2 - - - - = 13,000 2
06/08/03 - L - = - 40,000 = - BOT7 -

Exeréise Price paid by Employees .

Issue date: 10/07/03 - - - - - - - = =~ 14,999
22/07/03 < - = = = - = - - 24,998
23/07/03 - - = = - - = -~ 5633 -
06/08/03 - - - - ~ 32,000 = -~ 3,500 -

Fair value of shares issued g .

Issu€ date: 10/07/03 - - - - - - - - 27,693
22/07/03, - - - - - - - - 457
23/07/03 _— - B - = 10,140 R
06/08/03 '~ - - R —-f 3, 600 - - 7592 :

Fair valiie of shares issued during the reportlng penod is estlmated to be the market price of shares of Metabolsc Pharmaceutical§ Limited on the Australlan Stock

Exchange as at close of trading on the respectlve |ssue datesé .




30 Jiihe 2005 30 June 2004,
$ $
12. Earnings per Share
Basic eardings per share (cerits per share)- (4.68) (4.42)
Diluted eathings per share (cents per share)(i) (4.68) (4.42)
(&) THe following reflects the income and share data used
in the calculation of basic and diluted .EPS:.
Net 165¢ used in calculating basic and diluted earnings per share (10,764,589) (9,543,526)
(b) Nuinbet of Ordinary Shares
Weighted average numbeér of ordihary shares on issue used
ifi the calculatioh of basic earnifigs per share’ 230,106,955 216,053,955
Effect of dilutive securities:
Share options 1,329,357 1,846,875
Potential ordinary shares that are not dllutlve and are excluded LI
from the calculation of diluted earnmgs per share _' 350,006 630,000 w7,
iy Asthe Company has incurred a loss for the period under rewew potential ordinary shares
being options to acqwre ordinary shars are COI'ISIdefed non:dilutive and therefore not included
in the diluted earnings per share calculation, .
13. Notes to the Statement of Cash Flows .
(8} Reconciliation of Cash’ g S v
For the purpose of the statement of cash flows, cash includes cash at bank and
investments in money market instruments. The Company has no borrowings. Cash
at the end of the financial year as sh_dwh_ in"the statement of cash flows is reconciled
to the related items in the statement of financial position as follows: ) _
Cash at bank Sl 127,358 26,9847
Short-term deposits - . 16,950,000 _ 17,320,000
' 17,077,358 17,346,98
(b) Reconcnhatron of Net Operatmgv Cash Flow Actlvmes to Operatlng Loss After Income Tax .
Net Loss : o (10,764,589) (9,543,526).
Adjustments for non-cash items '
Depreciation 262,621 164,950 .
Asset not paid for at year end = (356,140) -,
Issue of options for services provnded - 101,500 -
Change in assets and liabilities during the fma'ncial year:
(Increase)/decrease in interest recelvable 50,214 (99,378)
(Increase)/decrease in other assets 361,286 102,36{5
Increase/(decrease) in payables (655,182) 707,32‘8‘. .
Increase/(decrease) in employee prowsmns 93,160 46,050
Net cash used in operatmg actnntles (10,652,490) (8,876,850): ;
() Investmg Actnvmes -' .

0] Payment durmg the year of $478 950 for plant and equlpment lncluded
$356 140 for eqmpment acqu:r” A, the prevnous flnanaal year. ’

(i) Subscnpﬂon monles of $SOO OOO for 1 250 000 shares at $0.40 per. -
share in the initial public offerlng of Neuren Pharmaceut;cals Limited
(ASX Code: NEU) issued on 28 Janu_ary‘2005

METABDL!C PHAEMACEUHLALS L’PB‘YtD b mmum RFPOR' 2505 .




NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

13. Notes to the Statement of Cash Flows (continued)

14.

(d) Fihanting and Investifg Activities
During the year 19,307,548 ordinary shares were issigd and contributed eguity increased by $11 361,813:

No of Shares Issued- §
Exercise of Options:
Unlisted options (ASX Code: MBPAU) isstied in the Brevisls
financial year for servicés provided 166,667 208,334
Unlisted employee options (ASX Code: MBPAM), 1,562,004 676,816
Unlisted emiployee options (ASX Codé: MBPAD) 1,100,000 880,000
Urilisted employee options (ASX Code: MBPAQ) 16,200 14,590
Unlisted employee options (ASX Codé: MBPAS) 69,231 38,077
Private Placement ’
Private placement of ordrnary shares to mstltutlonal and professmnal investors 16,393,446 10,000,001
Total shares rssued durmg the year : ' ' 19,307,548 1,817,831 8 a
Reduction to equtty B L
Capital raising costs recognlsed asa reductlon ln equrty - (479,007) " ..
Monies held in trust _ S
Monies held in trust for issue of shares under the Company’s»share Purchase Plan L - 23,002

19,307,548 11,361,813

Director and Executive Disclosures

(@)  Details of Specified Directors and 'Specifiedj‘Executi\_/es'

Specified directors : Lo

Dr Arthur Emmett .~ ' _Chalrman (Non Executlve) : '_

Dr Roland Scollay, -~ - Director (Chief Execuitive Officer)’

Dr Chris Belyea . R Director (Chref Sciel 1 fOfﬁcer) ‘

DrEvertVos .. . - Director (Non- Executlve) '

Mr Patrick Sutch : Dlrector N » xe_cutwe)

Specified executives ; SR o
Mr David Keniey' ' Vice PreSIden ) 'o'rpt')rat'e' D’evelopment & Joint Company Secretary
Dr Caroline Herd Vice Presiderit~ Cllmcal Development

Ms Belinda Shave Finandcial Controller & Joint Company Secretary

Br Mary Saleh Vice Presrdent - Research

' Mr David Kenley ceased to be a Company Secretary of Metabollc on 23 December 2004 and resigned from Metabolic effective from 1 July.2005.

(b)
i)

Remuneration of Specn‘red Dlrectors and Specrfred Executives

Remunera t/on Po//cy , L
The Remuneratlon Commlttee of Metabollc Pharmaceutlcals Limited i$ respon5|ble for determining and reviewing compensation
arrangements fot the D|rectors and Execu 'The Remuneratlon Commlttee assesses. the appropriateness of the nature and.
amount of emoluments of such oﬁ‘lcers by consrderlng the performance of Executrve Dlrectors and Executives, the performanc

of the Company and the general pay environ
and retaln Dlrectors and Executtves who Wlll create value for shareholders.

The Board is, responsrble for revrewmg 1 own performance The Remuneratxon Commlttee is responsible for evaluating the'*
performance of the Chref Executxve Offlcer who in turn evaluates the performance of all other Senior Executives. The evaluatlon
process is |ntended 10, assess the Companys busrness performance whether long-term strategic objectives are being achleved :

and the achievement of individual performance ob)ectlves

] tto ensue that polloes and. practlces enable the Company to attract, motlvat e LR




14.  Director and Executive Disclosures (continued)
(i) Employeé Share Option Fian 3
ln _F?bruary 2000 the Compahy establ'ished_the Metabolic Employee Share Option Plan where the Company. may; &t the discretion
of m»ar?agemen't, grant options over.the ordinary shares of Metabolic Pharmaceuticals Limiited to Specified Directors and Spefifiéd .
E)Eegutvves, subject to;she?reholder apprp_val as fequired. The options; issued for nominal conisideration, aré granted in accordance.”
with per.formance guidelines established by the directors of Metabolic Pharmaceuticals Lirited, although thjé management of‘ ‘
Metabolic Pharmaceuticals Limited retains the final discretion on the issue of the ogtions. The options are issued for varying termis

ranging from 54 to 59 months and are exercisable beginning on the first anniversary of the daté of grant. The options cannot
be transferred and will not be guoted on the ASX. There are currently Directors, Executives and staff eligiblé for this scheme.

Directors and Specified Executives were hot granted any options during, the year under review s part of their remuneration.
(i} Details of remuneration

For the year ended 30 June 2005, details of the remunerition of each Specified Director and Specified Executive are set
out in the tables below.

Primary benefits PostEmployment  Eqity Other
o ' . benefits -
Directors Salary & " Cash’ Consulting - Non- . [ 'Super- Retire;  Options Other. 41
Fees.: bo‘nusesvf_ " Fees’ "monetary‘ . annuation’ ment © (i) &(iv)
A0 benefits. . 'benefits
(ii).

O Roland Scollay’ 2005 132,180 - - 209 10,321 - = 20,000 164,610 -
(CEO / Maraging Director 2004 21,000 - - - - = - . 21,000 .
and former Nofi-Executive Director) S
Dr Chris Belyea? 2005 250,008 :© . - < 5061 22,501 N . " 277',57'(')""."‘_’
{Chief Scientific Officer and 2004 250,008 - - 4217 22,501 - 29,751 - 306,477..
former CEQ / Managing Director) :
Dr Arthur Emmett 2005 66,462 - =~ - - 4,387 = = -
(Chairman & Non-Executive Chairman) 2004 50,000 . - - - 4,500 = 10,287 -

Dr Evert Vos? . .2005 32,000 - L -
(Nor-Executive Director) - 2004 32,000 : - = - 28,751 -
MrPatrick Sutch - 2005 30,000 " - - - _ - _
(Non-Executive Director) o 2004 .. 13,750 - e - - -
Total remuneration for Directors -2005 . 510,650, 707070 00372000 -, - 20,000 626,098

Pl 2004 :356,758 4,217 00 027,000 T = 69,789 - 509,774
Aggregate of Directors’ Remuneration - . . 370,258 - . .28216 - 99,540 - 587.5
disclosed in the 2004 Annual Report® . DA R : ;
Specified Executives __-’ R
Mr David Kenley? 2005 205,257 ..'10,000 - - 5061 19,390 - - - 239,708
{Vice President - Corporate 2004 136,050 ' 35,845 - 4217 15,471 = 22,313 - 213,896 -
Development & Joint : :
Carnpany Secretary)
Ms Belinda Shave 2005 114,694 . 10,000 - 5061 11,222 - 11,602 = 152,579,
(Financial Controller & 2004 - 107,165 - 4000 . = 4217 10,005 - 4,210 = 129,597.
Company Secretary) E . A ) co
Dr Caroline Herd T 2005 161,772 10,000 " - 5081 . 15,459 - 12,848 - 205,]40 ‘
(Vice President - Clinical Deve/o‘pmg-nt).‘ .2004 112,445 _1 0,000 " - 4217 ‘ *11,020 - 10,577 - 148259 o
DrMarySaleh =~ T 2005 101,411 2,000 5,061 .00 19307 - 957 - 118,736 7 -
{Vice President - Research). " 12004 .. 79,579 42175 L 0746820 0~ 5.949. - 96,907
Total remuneration for " 2005 583,134:732,000 £ 12024407, 71.55378" = 25407 - 716,16
Specified Executives. -« 5 2004, 435,239 49,845 - < 16,868 - . .43658 - ~ 43,049 - 588‘659.
Notes R : E . B L L e i
7 DrRoland Scollay was appointad CEO / Managing Directt dn 1 February 2005. Prior to this appointment, Dr Scollay had served on the Board as a Non-Executive

t disclosed for Salary & Fees for 2005 includes § 17,500 Non-Executive Director’s fees paid to Dr Scollay from 1 July 2004 - '

Director since November 2002. The amourny

to 31 January 2005. - ... D e AT . .
2 Dr Chris Belyea re/inquished_ his role as CEQ/ Managihg Director effet“rivéﬁl January 2005, to take up the position of Chief Scientific Officer on 1 February 2005.-
Dr Evert Vos wes paid consultancy fees of §51,069 for additional services for 2004-05.
These amounts represent the aggregate of Directors’ rémune_ratjon disclosed in the 2004 Annual Report. The Directors specified in this report are different to those-

specified in the 2004 Annual Report. .
5 MrDavid Kenley ceased to be a Company Secreta

7y of Metabélic on 23 December 2004 and resigned from Metabolic cn 1 July 2005.

s PHARBELSEUTICALY winlFRE  ANNUAL BEFCRT fUBl
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NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

14. Director and Executive Disclosures (Confifiuéd)

Notes {continued) .

(i} Bonuses ‘
individual performance reviews iweére conducted i Septernber 2004, Cash bonuses incfuded ify the rémuneration of Specified Exécutives were grapted in November .
2004, based on qualitative ifdividual performanie determmed during the formal réviéw process; .

(i) Non-moneétary Benefits
Non-monetary benefits consist solély. of the.valise of car parkmg benefits.

(ifi) Fair Value of Optiohs ~ cuFrent period
For the period under review, the fair value of equity based remuneration, disclosed in the. table sbove, was deterrnmed Usiiig a binemial option pnc«ng maodel. This
fnodel takes info accaunt, as at grant date, the exercise pice and expected life of the aption, the vesting critefia, the Ciiftent price of thé underlymg share and its
expected volatility, expected dividends and the risk: free interest rate for the expected fife of the option. The equity based remuriération incliided in thé table abéve
relates to options issued pursuant to the Metabolic Employee Share Option Plan which havé an éxpiry date between 54 and 59 morithis with staggered vesting terms
based on anniversary periods. The option:pricing fhodef values each of these vesting portions separately. Accordingly the amortised equity remiuneration disclosed in the
table above reflects the apportioned valte of the options during the year ended 30 June 2005. During the period under réview, o amount has been included in the
equity based remuneration section for each Directof or Mr David Kenley as thefe were no options granted to those individuals during this period and opfions previousty

granted had all vested prior to the:current period.
Currently the amortised fair values are not recognised as an expense in the financial statements and ho adjustments fiavé been madé or will be made to.reversé amounts
prévidusty disclosed in relation to options that never vest or are not exerc:sed (i.e. actual forfeitures). o

(iv) Fair Value of Options - previous penod _ . :
The fair value of the prior year equity based remunerar/on lsclosed in the rab/e above, was determined using the Black-Scholes option-pricing model. The price- .

modelfed value of the options were amomsed and disclosed on a ‘straight-line basis from the date of grant until expiry. This model took into account, as at grant date, o )
the exercise price, the expected fife of the option, the vestmg criteria, the current price of the underlying share and its expected volatility, expected dividends and the nsk :

free interest rate for the expected life of the option.

For the period under review, the fair value of each opt|on is estimated using a binomial option pricing modef as indicated in (iii) above, wnth

the following assumptions:

Binomial Option Options granted‘on‘ bptions granted on Options granted-on  Options granted on Total
Pricing Model Variables 11 December 2000+ 14 Decernber 2001 22 November 2002 23 December 2003
Exercise price 5080 .. 5080 $0.90 $1.00
Risk-free interest rate 54% - . 533% . 5.22% 5.56%

Volatilty - | B%H . 3% 35%
Expiry Date: T NoQémbér 2005 o ‘14‘N6V¢rﬁber 2006 : 22>O<::tc'>ber 2007 23 November 2008
ividend yield RO . - _

o 16.0 26.0

Average Fair Vaiue per option (cehtﬁ)

Name Number and Value
of Options for the
year ended 30.06.05°

Ms Belinda Shave  Number of options 120,606 120,000

Value for year . S ‘ L
ended 30.06.05 Pl $11,602  $11,602 .
Dr Carofine Herd  Number of. optlons 250,000 150,000 400,000
Value for year - ‘ B » ’
: en‘d‘ed 30.06.05: 56,791:, R $6,057 _ :
Dr Mary Saleh Number vcif_o’p;vti"o‘ns:‘ s 250000 RS S 250‘990;ﬂ Oh
Value for year B S
alue T v . S ‘ s957°

ended 30.06.05 = .. .$957"




14. Director and Executive Disclosures (Continued)
(©)  Equity instrumeént disclosures refating to Spetified Diractors and Specified Executrves

iy Options or shares provided as remuneration

Details of unquoted options over unrssued ordinary shares in Metabolic provided as remunieration to each Specified Difector and
sach Specified Executive are set out below. The ‘exercise of each option entitles the holder to ore Ordrnary Fully Paid Share in -~
the Company whiich rank equally with existing Ordinary Fully Paid Shares. No amounts are unpaid on any shares issued on the

~ éxercise of options.
No options have beeri granted to Specified Directors or Specified Execirtives during the périod under review:
(i) Option holdirigs
Details of the moverrients in thé number of options over orditiary shares in Metabglic held during the financial year, and vested
during the year, by each Director and Specified Executive, are set out below:
Remuner’a"cion Option Holdings of Specified Directors and Specified Exécutives including nufnber granted
and vésted during the year

Vested at 30 June 2005
Balance .Granted as:. 'Options’’ ~ Net Béla’nc’e-_. Vested Exer- Unexer- o
01/07/04 ~ remuner-: . exere 3 ‘Other: - Held: total’ ¢isable®  cisable 43
ation ‘v Change 30/06/05
Specified Diréctor iy
Dr Rolahd Scollay - = - - = - - - -
DF Chiis Belyea 1,000,000 - (323,077) (400,000) 276923 276,923 276,923 - <
Dr Arthur Emmett 500,000 = (257,692) (150,000) 92,308 92,308 92,308 - -
Dr Evert Vos 1,000,000 - (323,077). (400,000 276,923 276923 276923 = Bl
Mr Patrick Sutch - - - = - - = = -
Specified Executives S - K ,
Mr David Kenley 750,000 - ;;(542 308) < 207692 207,692 207,692 -
Dr Caroline Herd 400,000 . : L 00y - 399,900 234,900 234,900 165,000
Ms Belinda Shave . . 180,000.. . (60,000 . - 120,000 24,000 24000 96,000
Dr Mary Saleh - 10250000 Soes =7 250,000 250,000, 250,000 -
Total 4080000 .~ .(1,506,254). (950,000 1,623,746 1,362,746 1,362,746 261,000

(ifi) Shareho/d/ngs C : RN . .
Details of the movements rn the number of ordrnary shares in Metabolrc heId durrng the financial year by each Specified Drrecto v >
and each Specified Executive, |nc1ud|ng their personal y-related entities, are set out below:

Shareholdings of Specified Directors and‘Specrﬂed Executives

Balance “Granted as OnExercise of  Net Change Other Balance Held." -
01/07/04 remuneration Options (sale or purchase 30/06/05*
of shares)

Specified Director. o o
Dr Roland Scollay S B - = - -
Dr Chris Belyea 141,000 L 323,077 - 464,077:
Dr Arthur Emmett v . 136,500 ... - 257,692 - 394,192 -
Dr Evert Vos o 4,760,000 e 323,077 _ (100,000) 283,0
Mr Patrick Sutch- v ; 3 - SRR -
specified Executiveﬁ‘ ' IRt L o SR
Mr David Kenley . * ‘ R 1,615,023’ e 542,308 (720,010) 1,437, 321; L
Dr Caroline Herd . =~ .+ 15901 = 100 1,000 7,001
Ms Belinda Shave . - - - 85,400 e 60,000 - 145,400
Dr Mary Saleh To= : - - - =
Total 2037923 - - 1,506,254 (szo,mo) 2724067
*Balance of shares held at 30 June 2005 lnclude dlrectly held nomrnally held shares and shares held by personally -related entitités.

S S AR 0L L PﬁAH"hACEUTI\,RL_ Lt Pmna zm'wra ﬂEPB?ﬁi‘:‘-\L*. i
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NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

14.

15

16.

17.

18.

Diractor and Executive Disclosiires (cortiriusd)

(iv)  Shares issised to Specified Directors and Specified Executives ori éxercise of Remtineration Obtions for year ended 30 Juné 2005

Shares issugd Number $ per share Pald $ per share Unpaid:. -
Specified Diractors
Dr CHris Belyed 323,077 $0.43 $0.00
Dr Arthiur Emmiett: 107,692 $0.43 ioﬁ.oo
150,000 1$0.80 $6.00
Dr Evert Vs 323,077 $0.43 $0.00
Specified Executives
Mr David Kenley 242,308 $0.43 $0.00
B 300,000 $0.80 $0.00
Dr Caroline Herd 100 $0.90 $0.00

$0.80 $0.00 "

Ms Belinda Shave . . L g v;]" 60,000
‘ " ' 71,506,254

Total

Related Party Dcsclosures ‘
Other than as disclosed in the D'rectors and Speaﬁed Executlve Discigsures section of the financial statefients (rote 14), there were no’
transactions with related parties during the period under teview.

30 June 2005 30 June 2004 °
$ $

Remuneratuon of Audltors

Audit Servxces - . : i
Amounts recewed or due and recelvable by Ernst & Young, for the audit
and revzew of the fmancual reports ; s -
- half and full- -year. audrts

Audit Serwces total for enmy audnors

32,000 21,500 ¢
32,000 »

Non-Aud:t Sennces ; D
Amounts received, or due and recelvabie for other serwces by Ernst & Young:
- preparation of tax return

~ grant audits » - 6, 500

~ due diligence services S v - 8,500 -
Non-audit Services total for entity audltors ' 2,000 17,00Q‘. )
Total for entity auditors s 34,000 . 38,500

2,000

The directors are satlsﬁed that the prov15|on of non audlt serv|ces during the current period is compatible with the general standard of
|ndependence for audltors :mposed by. the Corporatlons Act The nature and scope of each type of non-audit service provided means .

that auditor |ndependence was not compromlsed

Corporate lnfor' atlon e _
Metabolic Pharmaceuncals lelted lS a d b)’/",'vsh'a"reé' that is incorlb‘orat_e'd' and domiciled in Australia.

Segment Informatnon R .
The Company operates predomlnanﬂy in ong mdustry and one geographlcal segment those belng the pharmaceutical and healthc
industry and Australia.respectively and relevant ﬂnancual |nformat|on is presented in the Statemeént of Financial Position and Statement DR

aré

of Financial Performance:




19.

20.

21,

Fait Valug of Financial instruments

The carryinig amourits of cash assets (current), réceivables (Gurrent) and payables approximate their fair values.

(a)
(b)Y  The Company's maxiifiurh éxposure to credit risk at reporting date in relation to each ‘class of recognised firnaricial assets, i§ the .
cartying amount of those assets as indicated in‘the Statement of Financial Posmon
30 Jun&:2005 30 June 2004
$ $
Commitmeénts
(a)  Opérating office léase expenditure contracted for, is payable:
- Within the pefiod of 12 merithg 146,476 171,876
= Within the period of 12 ronths fo 5 years 162,946 28,646
Opérating Leases have an average lease term of 3 years.
(b}  Cofmmitments to various contractors and supplrers payable
- Within the penod of 12 months "5 o 2,435,472 3,217,450 7.
- Within the period of 12 months to 5 years ' 23,666 -

Imipact of Adoptmg Austrahan Equlvalents to lnterna’nonal Fmantral Reportmg Standards

Metabolic Pharmaceutlcals Limited is in the process of transmomng its accounting policies and financial reporting from current

Australian Accounting Standards (AGAAP) to Aus_tralran Equivalents of International Financial Reporting Standards (AIFRS) which will.

be applicable for the financial year ending 30 June 2006, The Company has allocated internal resources and engaged its external

auditor to conduct an impact assessment to ldentrfy key areas rmpacted by the transition to AIFRS. The opening balance sheet at 1 July. .
2004, the Company’s transition date to AIFRS, has ‘heen prepared in accordance with AIFRS. This balance sheet will form the basis of ~
accounting for AIFRS in the future, and is requ«red when the Company prepares its first fully AIFRS compliant financial report for the

year ending 30 June 2006.

The key area where accountrng pollcres are expected to change on adoptron of AlFRS is under AASB 2 Share Based Payments.

AASB 2 Share Based Payments
Under AASB 2, the Company

0]

with a correspondrng adjustment to.

ogn e the fair value of optrons granted to employees as remuneration since 7 Novemb}

2002, that had not vested by 1 January 2005 as an ‘expense on 3 pro-rata basis overthe vestrng period in the income statement -
Jity, Th's‘would result ina decrease in profrt under AIFRS compared to0 AGAAP. -

It has been estrmated that the cumulatw impatct of the fair value of optrons granted to employees as remuneration to 30 June -~
2005 is $165,853, berng $87,084 cumulatrye to 1:July 2004 and $78,769 for the year ended 30 June 2005. Accordingly the ™
accumulated losses of the Company at 30 June 2005 will increase by $165,853 from $44,879,716 to $45,045,569.

Reconciliation of equity as presented under AGAAP to that under AIFRS

Total equity under AGAA.P :

Adjustments to retamed earn/ngs (net. of tax)"

- Recognition of share based payment exp fise

Adjustments .td c_)_ther réserves (net '_o_f ta;c) »:

— Recognition of "sha're‘-:based payment eXp_ense

Total equity under AlFRS O

30 June 2005** 1.uly 2008%
$ $
17,281,740 16,684,516
(165,853) (87,084) ...
. (165,853) (87,084)
165,853 87,084
165,853 87,084
17,281,740 16,684,516

* This column represents the adjustments as at the date of transmon to AIFRS

**

to AIFRS (1/7/04) and those for the year ended 30 June 2005.

This column represents the cumulatrve ad}ustments as at the date of transition

METABULIC PRABMACEUTICALS u'mzrt—:e‘ PARNUAL REP_DBT 2LEh
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NOTES TO THE FINANCIAL STATEMENTS year ended 30 June 2005

21, Impact of Adoptifg Australian Equivalents to International Financial Reporting Stardards (continued)
(iiy Intafgible Assets = Research and Developmerit Costs. £

Under AASB 138 Intangible Assets, costs incurred in the research phasg.of the development of an iritérnally generated

intangible asset would be expensed The Companys current accounting polrcy allows for the capitalisation of such ¢osts

where future benefits are expected beyond reasonable doubt, C urrently no research and development costs havé been

capitalised, therefore there is no quantitative impact on total equity as at the date of transition ta AIFRS of on net profit

for the year ended 30 June 2005.

(i)  Income Taxes
AASB 112 incore Taxes réquites the use of a balance sheet liability method, rathier than the ciirrent ificome staternent method
which recogrises deferred tax balances where there is a difference between the carrying value of an dsset of liability and its
tax base. Under AGAAP, the tax effects of differences between cost base and tax base for an asset or Iiabiiity is not recogriised.
Currently no tax assets for timing differences are recognised, This will be consistent under AIFRS.

In relation o tax losses carried forward AASB 112 requires recognition of a deferred tax asset to the extent that it is probable K
there will be future taxable profits avarlable agalnst which the unused losses can be utilised. By contrast, AGAAP permits ’
recognition of a deferred tax asset where recovery is vrrtually certain. Management do not believe that there is a quantrtatrve T
impact on total equrty as at the date of transmon to AIFRS or on net proflt for the year ended 30 June 2005. o

(iv) Frnancrallnstruments' v

AASB 139 F/nancral lnstruments Recognlt/on and Measurement requrres the Company to record at fair value all of its ‘
investments in “available for sale” fmancral assets This will impact the Companys investment in Neuren Pharmaceutical erlted.‘:._ )

Under AGAAP this investment has been recorded at the lower of cost and market value.

Management has decided to apply the exemptlon provrded in AASB 1 First- trme Adopt/on of Australian Equivalents to
International Financial Reporting Standards.which permits entities not to apply the requirements of AASB 139 for the financial
year ended 30 June 2005. AASB 139 will be applted from 1 July 2005. The upward revaluation of the Neuren investment of -
$62,500 will be recognlsed drrectly in'é urty at 1 July 2005, through the Statement of Changes in Equity.

The figures. drsclosed are, managements strmates of. the quantrtatrve |mpact of the changes as at the date of preparing the
30 June 2005 frnancral report The actua] ‘effécts of transrtlon 10 AIFRS may drffer from the estrmates disclosed due to potential
amendments to, AlFRSs and lnterpretatrons it of emergmg accepted practrce in. the lnterpretatlon and application of AIFRS

and UIG |nterpretat|ons and ongorng wo berng undertaken by the AIFRS proyect team




INDEPENDENT AUDIT REPORT S FRNST & YOUNG

Independent audit réport to members of Metabolic Pharmaceuticals Limited

Scope

The financial repart and directors' responsibility. - _

The findncial report comprises the statement of financial position, statement of financial performarnice, staterent of cash flows,
accompanying notes to the financial statements, and the directors’ declaration for Metabolic Pharmiaceuticals Limited (the company),
for the year ended 30 June 2005.

The difectors of the company are responsible for preparing a financial report that gives a true and fai view of the finaricial position and
performance of the company, and that corhplies with Accounting Standards in Australia, in accordarice with thé Cerporatioris Act 2001.
This includes résponsibility for the mainteriance of adequate accounting records and internal controls that are designed t6 prevent and
detect fraud and error, and for the accounting policies and accounting estimates inherent in the financial report.

Audit dpproach

We conducted an mdependent audit.of the financial repor‘c in order to express an opinion on it to the membeérs of the company.
Our audit was conducted in accordance with Austrah_an Audltmg Standards in order to provide reasonable assurance as to whether
the financial report is free of materral misstatement. The nature of an auditis rnﬂuenced by factors such as the use off professional
judgement, se!ectlve testrng, the rnherent Irmrtatlo‘ of mternal control and the avarlablllty of f persuasrve rather than conclusive
evidence. Therefore an audrt cannot guarantee that all matenal mlsstatements have been detected

We performed procedures to assess whether in “all materral respects the fmancral report presents fairly, in accordance with the
Corporations Act 2001, including cornplrance wrth Accountrng Standards in Australia, and other mandatory financial reporting
requirements in Australia, a view which is consistent with our understanding of the company’s financial position, and of their

pérformance as represented by the results of therr operatrons and cash flows.

We formed our audit opinion on the basis of these procedures whrch |ncluded

examining, on a test basis, information to provrde ewdence supportrng the amounts and drsclosures in the financial report; and
assessing the appropriateness ‘of the accountmg pohcres and drsclosures used’ and the reasonableness of significant accounting

estimates made by the drrectors

While we consrdered the effectrveness of managements rnternal controls over frnancral reportrng when determining the nature
and extent of our procedures our audlt was not desrgne to provrde assurance on rnternai controis

We performed procedures to assess whether the substance of busrness transactrons was accurately reﬂected in the financial report
These and our other procedures dld not. mclude consrderatlon or judgement of the appropnateness or. reasonableness of the business

plans or strategles adopted by the dlrectors and _managernent of the company

Independence: _ s
We are independent of the company, and have met th'e"rndependen'ce requireme'nts of Australian professional ethical pronouncements
and the Corporations Act 2001. We have given to ‘the directors of the company a written Auditor's Independence Declaration a copy

of which is included in the Drrectors Repart. In addltron to our audlt of the financial report, we were engaged to undertake the services
disclosed in the notes 10 the financial statements. The prov15|on of these services has not impaired our independence.

Audit opinion v } : _ _
In our opinion, the frnancral repor‘t of Metabohc Pharmaceutrcals errted is in accordance with:

(a) the Corporatrons Act 2001 mcludrng .
(i) giving atrue and fair vrew of the frnancral posrtron of Metabohc Pharmaceutrcals errted at 30 June 2005

and of therr pen‘ormance tor the year ended on that dat:' and
(i) complylng wrth Accountrng Standards in Australla and the Corporatlons Regulatlons 2001 and

{(b) other mandatory frnancral reportmg requrrements |n‘Austraha

or e 3

Dems -Th°’.“ vf; S Melbourne Liability limited by the Accountant’s Scheme, approved
25 August 2005 under the Professional Standards Act 1994 (NSW)

Ernst & Young _
Partner

METAHHL!C-PHAHMMZE‘.&M(AL:: L;"B.‘-E'ﬁ { t‘xﬁﬂdﬁL ?!E?('f—'mii‘:




ADDITIONAL INFORMATION REQUIRED
BY THE AUSTRALIAN STOCK EXCHANGE

Distribution and details of shareholders

The number of shareholders, by size of holding, of quoted Fully Paid
Ordinary Shares, as at 6 September 2005 is:

Fully Paid Ordinary Shares

Size of Holding No. of Holders  No. of Shares

1-1,000 1,066 797,908
1,001 - 5,000 3,255 10,012,999
5,001 -10,000 1,752 14,356,120
10,001 - 100,000 2,511 70,509,546
100,001 - and over 211 158,734,028
Total 8,795 254,410,601
No. of holders with tess than

a marketable parcel of shares 510 247,003
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Names of the 20 largest shareholders

The names of the 20 largest shareholders of quoted Fully Paid Ordinary
Shares and their respective holdings as at 6 September 2005 are:

Name of shareholding No. of shares % interest

Polychip Pharmaceuticals Pty Ltd 48,012,701 18.87

—

2. Monash Investment Holdings Pty Ltd 21,677,520 8.52
3. National Nominees Limited 9,266,484 3.64
4. Jalitech Pty Ltd 5,002,480 1.97
5. Peters Investments Pty Ltd 4,500,000 1.77
6. JP Morgan Nominees Australia Limited 3,886,151 1.53
7. Citicorp Nominees Pty Limited 2,644,584 1.04
8. Westpac Custodian Nominees Limited 2,351,574 0.92
9. Niako Investments Pty Ltd 2,069,256 0.81
10. Schirm Private Equity LP 1,639,344 0.64
11. Oceanfront Properties Pty Ltd 1,465,496 0.58
12. Health Super Pty Ltd 1,367,900 0.54
13. Mrs Kay Mitris 1,100,000 0.43
14. ANZ Nominees Limited 1,081,904 0.43
15. Oceanfront Properties Pty Ltd 1,058,196 0.42
16. Bermuda Trust (Guernsey) Ltd 1,005,500 0.40
17. Mr David Kenley 1,000,000 0.39
18. Mr Frank Ng 1,000,000 0.39
19. Mr Charles Ovadia and

Mrs Maureen Elizabeth Ovadia 1,000,000 0.39

20. Mr Barry Moran and

Mrs Maureen Patricia Moran 980,000 0.39

Total 112,109,090 44.07

Voting Rights

Clauses 43 to 52 of the Company’s Constitution stipulate the

voting rights of members. In summary but without prejudice to the
provisions of the Constitution, every member present in person or by
representative, proxy or attorney shall have one vote on a show of
hands and on a poll have one vote for each share held by the member.

Substantial Shareholders

The names of the substantial shareholders of Metabolic and their
respective holdings are:

Name of shareholding No. of shares

Polychip Pharmaceuticals Pty Ltd 48,012,701

Monash Investment Holdings Pty Ltd

(held in escrow until 13.10.05) 21,677,520
16,904,312

Acorn Capital Limited

Quotation of the Company’s shares

Metabolic has been granted official quotation for its shares on the ASX
(ASX code: MBP).

In May 2005, Metabolic implemented a Level 1 American Depositary
Receipts (ADR) program (OTC code: MBLPY). An ADR is a stock which
trades in the USA but represents a specified number of shares in a
foreign corporation. ADRs are bought and sold on American stock
markets just like regular stocks, and are issued/sponsored in the USA
by a bank or brokerage firm. A Level 1 ADR is the most basic type of
ADR and can be found on the USA over-the-counter market.

Ordinary Shares subject to escrow

The 21,577,520 fully paid ordinary shares held by Monash Investment
Holdings Pty Ltd, a substantial shareholder of the Company, are subject
to a Restriction Agreement for a period of two years which ends

on 13 October 2005.
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ASX Announcements from 1 July 2004 to 30 June 2005

Date Title of announcement Date Title of announcement

24/06/2005 Change in substantial holding 17/12/2004 Trading Halt

24/06/2005 Notice under Section 708A of the Corps Act 15/12/2004 Appendix 3B — Exercise of Unquoted Options
24/06/2005 Share Purchase Plan Offer to Shareholders 13/12/2004 CIR: Phase 2B Results

24/06/2005 VP Corporate Development Position 13/12/2004 AOD9604 Phase 28 Clinical Trial Successful
23/06/2005 Appendix 3B 1371272004 Successful trial results for world-first obesity drug

23/06/2005 ACV1 Neuropathic Pain Drug Phase 1 Clinical Trial Starts 09/12/2004 Trading Haft
14/06/2005 Conference Presentations 29/11/2004 Update on reporting of Obesity Clinical Trial results

14/06/2005  Ausindustry commercial ready grant of ACV1 16/11/2004 Complete copy of Response to ASX Share Price Query

14/06/2005 Reinstatement to Official Quotation 16/11/2004 Response to ASX Share Price Query

14/06/2005 Placement of $10M & $10M Share Purchase Plan Offer 04/11/2004 Appendix 3B - Exercise of unquoted options —
10/06/2005  Suspension from Official Quotation 29/1072004  Results of Meting 49
08/06/2005 Trading Halt 29/10/2004 AGM Chairman’s Address

03/06/2005 AOD9604 Obesity Drug Update 30/09/2004 Polychip Pharm P/L-Release of securities from vol. escrow
01/06/2005 Establishes American Depositary Receipt Program 30/09/2004 Release of securities from voluntary escrow

20/05/2005 Response to ASX Share Price Query 23/09/2004 2004 Annual Report & Notice of AGM

02/05/2005 ACV1 Update 22/09/2004 Investor Update — 22 September 2004

20/04/2005 AODS604 Update 20/09/2004 Completion of Dosing in Obesity Trial

08/03/2005 Investor Update 13/08/2004 Change of Director’s Interest Notice

03/03/2005 Neuren and Metabolic to collaborate 13/09/2004 Change of Director’s Interest Notice

02/03/2005 Neuren & Metabolic NRP Collaboration 13/09/2004 Change of Director’s Interest Notice

22/02/2005 US Presentations 13/09/2004 Appendix 38 — Exercise of Options

21/02/2005 Half Yearly Report & Accounts 24/08/2004  Preliminary Final Report

10/02/2005 CEOQ to speak on Obesity Panel at BIO Conference 16/08/2004 Appendix 3B — Exercise of employee options

24/01/2005 Appoints new Chief Executive Officer — Dr Roland Scollay 27/07/2004  Appendix 3B - Exercise of employee options

13/01/2005 CEO Position 06/07/2004  Increasing Awareness in US Markets in Preparation for 2005

24/12/2004 Becoming a substantial holder 06/07/2004 Trading Halt

23/12/2004 Change to Company Secretary 05/07/2004 Coverage of MBP by US based Research Group

17/12/2004 Change of Director’s Interest Notice 02/07/2004 Change of Director’s Interest Notice

17/12/2004 Response to Market Comment & Partnering Prospects 01/07/2004 Appendix 3B - Exercise of Options
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' NOTICE OF 2005 ANNUAL GENERAL MEETING

Metabolic Pharmaceuticals Limited ABN 96 083 866 862

Notice is hereby given
that the Annual General
Meeting (“AGM") of the
shareholders of Metabolic
Pharmaceuticals Limited
(“the Company”) will be
held at Level 23, Rialto
South Tower, 525 Collins
Street, Melbourne, Victoria,
on Friday, 28 October 2005
at 10.00am.
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NOTICE OF 2005 ANNUAL GENERAL IVIEETING;

ORDINARY BUSINESS

e Totable:
- the Annual Financial Report;
~ the Directors’ Report; and

- the Auditors Report, of the Company for the year
ended 30 June 2005.

* To consider and, if thought fit, to pass Resolution 1 as a

Non-binding Resolution, and to pass Resolution 2 as an
Ordinary Resolution.

Annual Financial Report, Directors’ Report,
Auditor’s Report

To receive and consider the Company's Annual Financial
Report, Directors’ Report and Auditor’s Report for the year
ended 30 June 2005,

Resolution 1: Non-binding Resolution ~
Remuneration Report

To consider and, if thought fit, to pass the following Non-binding
(advisory) Resolution regarding the Remuneration Report:

That the Remuneration Report as set out in the Company's Annual
Report for the year ended 30 June 2005 be adopted.

The vote on this Resolution is advisory only and does not bind the
Company or its Directors.

Resolution 2: Re-election of Dr Chris Belyea as a Director

To consider and, if thought fit, to pass Resolution 2 as an Ordinary
Resolution as follows:

That Dr Chris Belyea, having been a Director since the formation of the
Company and retiring by rotation in accordance with the Company's

Constitution, being eligible and having signified his candidature for
the office, be re-elected as a Director of the Company.

SPECIAL BUSINESS

» To consider and, if thought fit, to pass Resolutions 3, 4, 5, 6 and 7
as Ordinary Resolutions and Resolution 8 as a Special Resolution.

Resolution 3: Ratification of Prior Issue of Shares

To consider and, if thought fit, to pass Resolution 3 as an Ordinary
Resolution as follows:

That approval be given in accordance with ASX Listing Rule 7.4

to ratify the issue on 23 June 2005 of 16,393,446 fully paid ordinary
shares in the Company at $0.61 per share through a private placement
to a number of domestic and offshore institutional, professional and
sophisticated investors, identified by Metabolic and the participating
placement brokers, namely Churchill Capital Services Pty Ltd and

BBY Limited.

i

Voting Exclusion Statement

The Company will disregard any votes cast on Resolution 3 by:
 any person who participated in the issue of securities; and

* any associates of any person who participated in the issue
of securities.

However, the Company need not disregard a vote if:

s itis cast by a person as proxy for a person who is entitled to vote,
in accordance with the directions on the proxy form; or

* itis cast by the person chairing the meeting as proxy for a person
who is entitled to vote, in accordance with a direction on the proxy
form to vote as the proxy decides.

Resolution 4: Grant of Performance Rights

to the CEO / Managing Director

To consider and, if thought fit, to pass Resolution 4 as an Ordinary
Resolution as follows:

That approval be given in accordance with ASX Listing Rule 10.14 for
the grant of up to 253,668 performance rights over the Company's
shares to Dr Roland Scollay, CEO / Managing Director of the Company,
to subscribe for up to 253,668 fully paid ordinary shares in the
Company, and to issue up to 253,668 fully paid ordinary shares in
the Company following the valid exercise of any such performance
rights, calculated in accordance with the terms and conditions of the
Metabolic Performance Rights Plan, as outlined in the Explanatory
Memorandum accompanying, and forming part of, this Notice of
AGM.

Voting Exclusion Statement

The Company will disregard any votes cast on Resolution 4 by:

* any Director of the Company (except one who is ineligible
to participate in any employee incentive scheme in relation
to the Company); and

s any associates of any one or more of those Directors
of the Company.

However, the Company need not disregard a vote if:

e itis cast by a person as proxy for a person who is entitled to
vote, in accordance with the directions on the proxy form; or

* it is cast by the person chairing the meeting as proxy for a person
who is entitled to vote, in accordance with a direction on the proxy

form to vote as the proxy decides.

Resolution 5: Grant of Performance Rights to the Chief
Scientific Officer / Executive Director

To consider and, if thought fit, to pass Resolution 5 as an Ordinary
Resolution as folfows:

That approval be given in accordance with ASX Listing Rule 10.14

for the grant of up to 115,211 performance rights over the
Company’s shares to Dr Chris Belyea, Executive Director and Chief




Scientific Officer of the Company, to subscribe for up to 115,211

fully paid ordinary shares in the Company, and to issue up to 115,211
fully paid ordinary shares in the Company following the valid exercise
of any such performance rights, calculated in accordance with the
terms and conditions of the Metabolic Performance Rights Plan, as
outlined in the Explanatory Memorandum accompanying, and forming
part of, this Notice of AGM.,

Voting Exclusion Statement

The Company will disregard any votes cast on Resolution 5 by:

» any Director of the Company (except one who is ineligible
to participate in any employee incentive scheme in relation
to the Company); and

* any associates of any one or more of those Directors
of the Company.

However, the Company need not disregard a vote if:

s itis cast by a person as proxy for a person who is entitled 1o vote,
in accordance with the directions on the proxy form; or

» itis cast by the person chairing the meeting as proxy for a person
who is entitled to vote, in accordance with a direction on the proxy
form to vote as the proxy decides.

Resolution 6: Grant of Options to the CEO /

Managing Director

To consider and, if thought fit, to pass Resolution 6 as an Ordinary
Resolution as follows:

That approval be given in accordance with ASX Listing Rule 10.14 for
the grant of 1,500,000 options to Dr Roland Scollay, CEO / Managing
Director of the Company, to subscribe for up to 1,500,000 fully paid
ordinary shares in the Company and to issue up to 1,500,000 fully
paid ordinary shares following the valid exercise of any such options, in
accordance with the terms and conditions of the Metabolic Employee
Share Option Plan, as outlined in the Explanatory Memorandum
accompanying, and forming part of, this Notice of AGM.

Voting Exclusion Statement
The Company will disregard any votes cast on Resolution 6 by:

e any Director of the Company (except one who is ineligible
to participate in any employee incentive scheme in relation
to the Company); and

» any associates of any one or more of those Directors
of the Company.

However, the Company need not disregard a vote if:

» itis cast by a person as proxy for a person who is entitled to vote,
in accordance with the directions on the proxy form; or

» itis cast by the person chairing the meeting as proxy for a person
who is entitled to vote, in accordance with a direction on the proxy
form to vote as the proxy decides.

Resolution 7: Approval of the Metabolic Performance
Rights Plan for the purposes of ASX Listing Rule 7.2

To consider and, if tho&ght fit, to pass Resolution 7 as an Ordinary
Resolution as follows:

That, far the purposes of, and in accordance with ASX Listing Rule

7.2 (Exception 9), any issue of securities made to Participants under
the Metabolic Performance Rights Plan (described in the Explanatory
Memorandum accompanying and forming part of this Notice of AGM)
be approved as an exception to ASX Listing Rule 7.1.

Voting Exclusion Statement

The Company will disregard any votes cast on Resolution 7 by:

« any Director of the Company (except one who is ineligible to
participate in any employee incentive scheme in relation to the
Company); and

s any associates of any one or more of those Directors.

However, the Company need not disregard a vote if:

¢ jtis cast by a person as proxy for a person who is entitled to
vote, in accordance with the directions on the proxy form; or

e jtis cast by the person chairing the meeting as proxy for a person
who is entitled to vote, in accordance with a direction on the
proxy form to vote as the proxy decides.

Resolution 8: Amendment to Clause 59.1(a) of the
Company's Constitution

To consider and, if thought fit, to pass Resolution 8 as a Special
Resolution as follows:

That clause 59.1(a) of the Company’s Constitution is amended in the
manner described in the Explanatory Memorandum accompanying and
forming part of this Notice of AGM.

OTHER BUSINESS

To transact any other business which may legally be brought
before the meeting.

PROXY NOTES

o A member entitled to attend and vote at the meeting has a right
to appoint a proxy.

o The proxy need not be a member of the Company.

¢ A member who is entitled to cast two or more votes may appoint
up to two proxies and, in the case of such an appointment, may
specify the proportion or number of votes each proxy is appointed
to exerdcise.

» If a member appoints two proxies and the appointment does not
specify the proportion or number of the member's votes which

each proxy may exercise, each proxy may exercise half of the votes.

» The proxy form included in this Notice of AGM must be signed
by the member or the member’s attorney. Proxies given by
corporations must be signed under the hand of a duly authorised

officer or attorney.

"

METABOLIC PHARMACEUTICALS LIMITED




NOTICE OF 2005 ANNUAL GENERAL MEETING

» To be valid, the form appointing the proxy and the power of
attorney or other authority (if any) under which it is signed (or
a certified copy of it) must be lodged with the Share Registry
— Computershare Investor Services Pty Limited at Yarra Falls, 452
Johnston Street, Abbotsford, Victoria 3067, using the reply paid
envelope supplied or by facsimile to +61 3 9473 2555 as soon as
possible and in any event not later than 48 hours pricr to the time
appeinted for the AGM.

s A proxy may decide whether to vote on any motion, except where
the proxy is required by law or the Company’s constitution to
vote, or abstain from voting, in their capacity as proxy. If a proxy is
directed how to vote on an item of business, the proxy may vote
on that item only in accordance with that direction. if a proxy is
not directed how to vote on an item of business, the proxy may
vote as he or she thinks fit.

» |If a shareholder appoints the chairperson of the meeting as the
sharehotder’s proxy and does not specify how the chairperson is
to vote on an item of business, the chairperson will vote, as proxy
for that shareholder, in favour of the item on & poll.

» Members should refer to the Explanatory Memorandum,
which accompanies and forms part of this Notice of AGM,
for information regarding voting restrictions.

DETERMINATION OF VOTING ENTITLEMENTS

For the purpose of ascertaining voting entitlements at the AGM,
ordinary shares will be taken to be held by shareholders registered in
the Company at 7.00pm Melbourne time on Wednesday, 26 October
2005. This means that if you are not the registered holder of a relevant
share at that time you will not be entitled to attend and vote in respect

of that share at the Annual General Meeting.

Dated 26 September 2005
By Order of the Board

e

Ms Belinda Shave
Company Secretary

EXPLANATORY MEMORANDUM

Purpose of Information

The purpose of this Explanatory Memorandum (which is included
and forms part of the Notice of Annual General Meeting dated 26
September 2005) is to provide members with an explanation of the
business of the meeting and of the resolutions to be proposed and
considered at the Annual General Meeting (“AGM") on 28 October
2005 at 10.00am at Level 23, Rialto South Tower, 525 Collins Street,
Melbourne, Victoria, and to assist members to determine how they
wish to vote on each resolution.

Annual Financial Report, Directors’ Report,
Auditor’s Report

The Annual Financial Report, Directors’ Report and Auditor’s Report
are presented for information purposes only and do not require
a vote by shareholders.

Pursuant to the Corporations Act, the Directors of a public
company that is required to hold an AGM must table the financial
statermnents and reports of the Company (including the Directors’
Report and Auditor's Report) for the previous year before the
shareholders at that AGM.

Shareholders have been provided with all relevant information
concerning the Comparny‘s Annual Financial Report, Directors’ Report
and Auditor’s Report of the Company for the year ended 30 June
2005. A copy of the Annual Report has been forwarded to each
shareholder other than those shareholders who have previously
notified the Company that they elect not to receive the Annuat Report,
whether in paper form or electronically. Any shareholder who has
made this election and now wishes to receive a paper or electronic
copy of the Annual Report should contact the Company’s office by
phone on +61 3 9860 5700 to arrange receipt. The Annual Report ¢can
also be viewed, printed and downloaded from the Company’s website

www. metabolic.com.au.

Shareholders should note that the sole purpose of tabling the
Company's Annual Financial Report, Directors’ Report and Auditor’s
Report at the AGM is to provide shareholders with the opportunity to
be able to ask questions or discuss matters arising from the financial
statements or the reports at the meeting. It is not the purpose of the
meeting that the financial statements or the reports be accepted,
rejected or modified in anyway. Further, as it is not required by

the Corporations Act, no resolution to adopt, receive or consider

the Campany's financial statements or the reports (other than the
Remuneration Report) will be put to shareholders at the meeting.

Shareholders will be given a reasonable opportunity at the meeting to
ask questions and make comments on the financial statements and the
reports. The Company’s auditor will be available to receive questions
and comments from shareholders about the preparation and content
of the Auditor’s Report and the conduct of the audit.




Non-binding Resolution - Remuneration Report
(Resolution 1)

The Board recommends that Shareholders vote in favour
of Resolution 1.

The Directors’ Report for the year ended 30 June 2005 contains a
Remuneration Report, which sets out the policy for the remuneration
of the Directors and Specified Executives.

The Corporations Act requires that a resolution be put to the vote that
the Remuneration Report be adopted. The Corporations Act expressly
provides that the vote is advisory only and does not bind the Directors
or the Company. Shareholders attending the AGM will be given a
reasonable opportunity to ask guestions about, or make comments on,
the Remuneration Report.

The full Remuneration Report is available on www.metabolic.com.au
under ASX & Press Refeases, and is included in the Company's 2005
Annual Report.

Re-election of Dr Chris Belyea as a Director (Resolution 2)

The Board recommends that Shareholders re-elect Dr Chris
Belyea as a Director.

Clause 58.3 of the Company’s Constitution requires that a Director
must retire from office at the conclusion of the third AGM after the
Director was last elected. In addition, ASX Listing Rule 14.4 provides
that a Director must not hold office {without re-election) past the third
AGM following the Director's appointment or three years, whichever is
longer. in his former role as CEO / Managing Director, Dr Chris Belyea
was previously not subject to rotation as a Director under Clause

75.7 of the Company's Constitution or under ASX Listing Rule 14.4.
However, as Dr Belyea relinquished his role as the CEO / Managing
Director of Metabolic on 1 February 2005, to take up the position of
Chief Scientific Officer, as well as continuing as an Executive Director,
he is now required 1o be re-elected by shareholders.

Biography of Dr Chris Belyea

Dr Chris Belyea received his PhD in physics from the University of
Melbourne and is a registered Patent Attorney. From 1991 Dr Belyea
was a Patent Attorney with Griffith Hack & Co. and in 1996 joined
Circadian Technologies Limited as Licensing and Projects Manager. In
1998, he became the founding CEO / Managing Director of Metabolic
and occupied dual roles with Metabolic and Circadian until devoting
his activities full-time to Metabolic in 2001. He was also the founding
Managing Director of Antisense Therapeutics Limited in 2000, which
listed on the ASXin 2001.

Dr Belyea brings to the Board the corporate memory of Metabolic,
strong scientific and patent skills, and extensive experience in the
creative management and growth of public biotechnology companies.
His responsibilities include identifying and selecting new research and
development opportunities to expand the Company’s pipeline.

Ratification of Prior Issue of Shares (Resolution 3)

The Board recommends that Shareholders vote
in favour of Resolution 3.

Details of Issue

A total of 16,393,446 fully paid ordinary shares in the Company at a
price of $0.61 per share were issued through a private placement of
shares on 23 June 2005. Each share was issued on the same terms and
rank equally in all respects with existing fully paid ordinary shares on
issue in the Company.

Basis of Allocation

Shares were offered to domestic and offshore institutional, professional
and sophisticated investors, as identified by Metabolic and the
participating placement brokers, namely Churchill Capital Services

Pty Ltd and BBY Limited.

Reasons for the Issue — use of Funds Raised

The shares issued as set out above were issued to raise money for

the Company’s working capital purposes. These funds will be used to
conduct further studies into the Company’s lead drug AODS604 for
the treatment of obesity, with a Phase 2 dose finding study planned
10 commence in late 2005. In addition, the Company will progress

its other key activities, including a Phase 1 human clinical trial on the
Company’s second candidate drug, ACV1 for the treatment of chronic
pain, which should be completed in late 2005.

Shareholder Approval

Under ASX Listing Ruie 7.1, the prior approval of shareholders of the
Company is required to approve an issue of securities if the securities
will, when aggregated with securities issued by the Company during
the previous 12 months, exceed 15% of the number of securities on
issue at the commencement of that 12 month pericd.

ASX Listing Rules 7.1 and 7.4 provide that, where a company in a
General Meeting ratifies an issue of equity securities, the issue will

be treated as having been made with approval for the purpose of

ASX Listing Rule 7.1, thereby enabling the Company to issue further
securities without exceeding the 15% in 12 months limitation. This will
allow the Company to raise further capital without the delays involved
with the requirement to seek prior shareholder approval, so that the
Company can take advantage of opportunities as they arise.

Effect of Shareholder Approval

If approved, Resolution 3 will ratify and approve the previous issue
of 16,393,446 fully paid ordinary shares as set out above.

Advantages to the passing of Resolution 3

Ratification of the issue of the shares referred to above will enable
the Company to issue additional shares in the future (if necessary),
up to the 15% limit, without requiring shareholder approval.
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Disadvantages to the passing of Resolution 3

The Directors do not believe that there are any disadvantages to
shareholders which arise from ratification of the issue of the shares
set out in Resolution 3,

Voting Exclusion Statement

The Company will disregard any votes cast on Resolution 3 by:
* any person who participated in the issue of securities; and

® any associates of any person who participated in the issue
of securities.

However, the Company need not disregard a vote if:

* itis cast by a person as proxy for a person who is entitled to vote,
in accordance with the directions on the proxy form; or

* itis cast by the person chairing the meeting as proxy for a person
who is entitled to vote, in accordance with a direction on the proxy
form to vote as the proxy decides.

Grant of Performance Rights to the CEO / Managing
Director {Resolution 4)

The Non-Executive Directors of the Board recommend that
Shareholders vote in favour of Resolution 4.

Under ASX Uisting Rule 10.14, a listed company must not, without
the approval of its ordinary shareholders, permit a Director of the
Company to acquire securities under the Metabolic Performance
Rights Plan (the “Plan”). Accordingly, shareholder approvat is
sought with respect to the proposed issue of perfarmance rights
to Dr Roland Scollay, CEQ / Managing Director.

The Board considers that the proposed grants of performance rights
under the Plan for which approval is sought are reasonable having
regard to the Company’s circumstances, and the responsibifities
involved in Dr Scollay's Executive Directorship, The Board believes that
this is an effective, low cost means of compensating Dr Scollay by
providing ownership in the Company, whilst conserving the Company’s

limited cash resources.

The offer of performance rights to Dr Scollay will provide him with the
opportunity to participate in the success of the Company and provide
him with further incentive to ensure wealth is created in the Company
for the benefit of all shareholders. The Board considers the grant of the
performance rights to be reasonable in light of the other remuneration
the Company provides to Dr Scollay.

The Board considered independent expert advice from Corporate
Remuneration Advisors Pty Ltd in relation to the structure, terms and
conditions of the Plan.

A summary of the key terms and conditions of the Plan is set
out in the Explanatory Memorandum for Resolution 7.

Details of Issue — Dr Roland Scoilay

The maximum number of performance rights {and hence the maximum
number of fully paid ordinary shares on exercise of the performance
rights) to be offered to Dr Scollay during the next 12 months will be
253,668, which has been calculated as follows:

30% of Dr Scollay’s base salary divided by the five-day volume
weighted average price (VWAP) of shares in the Company, from
the sixth trading day following the announcement of its full year
results to the tenth trading day. The VWAP from 5 September to 9
September 2005 (inclusive) was $0.62, and this is then discounted
to take into account the limited time frames in which the rights
holders have the ability to exercise the right and trade the
underlying securities. The resulting value is used to determine the
number of rights to be allocated.

Each performance right when exercised will result in Dr Scollay
acquiring one fully paid ordinary share in the Company. There is no
issue price for the performance rights granted and there is no exercise
price applicable. Accordingly no funds will be raised by the grant or
subsequent exercise of performance rights.

These performance rights are unguoted and in accordance with ASX
Listing Rule 10.14, will be granted no fater than 12 months after the
2005 AGM. No performance rights have been issued to Dr Scollay
under the Plan to date.

Details of any performance rights granted (and any ordinary shares
acquired subsequently upon exercise) under the Plan will be published
in the Company’s Annual Report relating to a period in which securities
have been granted, purchased or issued.

Effect of Shareholder Approval

If Resolution 4 is approved by shareholders, the Company will
grant Dr Scollay performance rights over the Company’s shares
as set out in Resolution 4.

Advantages to the passing of Resolution 4

The approval of the grant of performance rights to Dr Scollay will
enable the Board to align the interests of its CEQ / Managing Director
with the interests of shareholders through the grant of performance
rights over shares in the Company.

Disadvantages to the passing of Resolution 4

The Board does not believe that there are any disadvantages
to shareholders which arise from the approval of the grant of
performance rights to Dr Scollay as set out in Resolution 4.

Voting Exclusion Statement
The Company will disregard any votes cast on Resolution 4 by:

o any Director of the Company (except one who is ineligible
to participate in any employee incentive scheme in relation
to the Company); and

» any associates of any one or more of those Directors
of the Company.




However, the Company need not disregard a vote if:

s itis cast by a person as proxy for a person who is entitled to vote,
in accordance with the directions on the proxy form; or

e itis cast by the person chairing the meeting as proxy for a person
who is entitled to vote, in accordance with a direction on the proxy
form to vote as the proxy decides.

Grant of Performance Rights to the Chief Scientific Officer
/ Executive Director (Resolution 5)

The Non-Executive Directors of the Board recommend that
Shareholders vote in favour of Resolution 5.

Under ASX Listing Rule 10.14, a listed company must not, without the
approval of its ordinary shareholders, permit a Director of the Company
to acquire securities under the Metabolic Performance Rights Plan (the
"Plan”). Accordingly, shareholder approval is sought with respect to
the proposed issue of performance rights to Dr Chris Belyea, Executive
Director and Chief Scientific Officer.

The Board considers that the proposed grants of performance rights
under the Plan for which approval is sought are reasonable having
regard to the Company’s circumstances, and the responsibilities
involved in Dr Belyea's Executive Directorship. The Board believes that
this is an effective, low cost means of compensating Dr Belyea, by
providing ownership in the Company, whilst conserving the Company’s
limited cash resources.

The offer of performance rights to Dr Belyea will provide him with the
opportunity to participate in the success of the Company and provide
him with further incentive to ensure wealth is created in the Company
for the benefit of alt shareholders. The Board considers the grant of the
performance rights to be reasonable in light of the other remuneration
the Company provides to Dr Belyea.

The Board considered independent expert advice from Corporate
Remuneration Advisors Pty Ltd in relation to the structure, terms
and conditions of the Plan.

A summary of the key terms and conditions of the Plan
is set out in the Explanatory Memorandum for Resolution 7.

Details of issue - Dr Chris Belyea

The maximum number of performance rights {(and hence the maximum
number of fully paid ordinary shares on exercise of the performance
rights) to be offered to Dr Belyea during the next 12 months will be
115,211, which has been calculated as follows:

20% of Dr Belyea’s base salary divided by the five-day volume
weighted average price (VWAP) of shares in the Company, from
the sixth trading day following the announcement of its full year
results to the tenth trading day. The VWAP from 5 September to

9 September 2005 inclusive was $0.62, and this is then discounted
to take into account the limited time frames in which the rights
holders have the ability to exercise the right and trade the
underlying securities. The resulting value is used to determine the
number of rights to be allocated.

Each performance right when exercised will result in Dr Belyea
acquiring one fully paid ordinary share in the Company. There is
no issue price for the performance rights granted and there is no
exercise price applicable. Accordingly no funds will be raised by
the grant or subsequent exercise of performance rights.

These performance rights are unquoted and in accordance with

ASX Listing Rule 10.14, will be granted no later than 12 months

after the 2005 AGM. No performance rights have been issued

to Dr Belyea under the Plan to date.

Details of any performance rights granted (and any crdinary shares
acquired subsequently upon exercise) under the Plan will be published
in the Company’s Annual Report relating to a period in which securities
have been granted, purchased or issued.

Effect of Shareholder Approval

If Resolution 5 is approved by shareholders, the Company will
grant Dr Belyea performance rights over the Company’s shares
as set out in Resolution 5.

Advantages to the passing of Resolution 5

The approval of the grant of performance rights to Dr Belyea will
enable the Board to align the interests of its Chief Scientific Officer
with the interests of shareholders through the grant of performance
rights over shares in the Company.

Disadvantages to the passing of Resolution 5

The Board does not believe that there are any disadvantages
to shareholders which arise from the approval of the grant of
performance rights to Or Belyea as set out in Resolution 5.

Voting Exclusion Statement

The Company will disregard any votes cast on Resolution 5 by:

¢ any Director of the Company (except one who is ineligible
to participate in any employee incentive scheme in relation
to the Company); and

» any associates of any one or more of those Directors
of the Company.

However, the Company need not disregard a vote if:

 itis cast by a person as proxy for a person who is entitled to vote,
in accordance with the directions on the proxy form; or

» itis cast by the person chairing the meeting as proxy for a parson
who is entitled to vote, in accordance with a direction on the proxy

form to vote as the proxy decides.
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Grant of Options to the CEQ / Managing Director
(Resolution 6)

The Non-Executive Directors of the Board recommend that
Shareholders vote in favour of Resolution 6.

Under ASX Listing Rule 10.14, a listed company must not, without
the approval of its ordinary shareholders, permit a Director of the
Company to acquire securities under the Metabolic Employee Share
Option Plan. Exercise of options will result in Dr Scollay acquiring
fully paid ordinary shares in the Company. Accordingly, shareholder
approval is sought with respect to the proposed issue of securities
to Dr Scollay, as set out below.

Reasons for and Benefits of Issue

The offer of options to Dr Scoliay with a premium exercise price
significantly above the market value of the Company's shares will
further align the interests of the CEO/Managing Director with the
interests of shareholders.

The Non-Executive Directors of the Board consider the grant of the
options to be a reasonable part of his remuneration in light of the
other remuneration the Company provides to him.

Date of issue

The grant of options, if approved, will be issued to Dr Scollay no later
than 12 months after the 2005 AGM in accordance with Listing Rule
10.14. The proposed grant dates are:

Tranche 1: 500,000 1 November 2005

Tranche 2: 1,000,000 1 February 2006

Exercise price of options

The exercise price for the grant of options, if approved,
will be as follows:

Tranche 1: $1.00 (representing a 66.66% premium to -
Metabolic’s share price on 1 September 2005)
Tranche 2: $1.50 (representing a 150% premium to

Metabolic's share price on 1 September 2005)

First exercise date for opticns

The options can be exercised assuming all conditions
of the offer have been satisfied, as follows:

Tranche 1: on or after the issue date.

35% on or after the issue date; 35% on
or after 1 February 2007 and 30% on
or after 1 February 2008.

Tranche 2:

Last exercise date for options

All options will lapse automatically if not exercised
by the dates set out below:
1 October 2010

1 January 2011

Tranche 1:

Tranche 2:

Performance conditions

Tranche 1 There are no performance conditions other than
the premium exercise price applicable to these options.
Tranche 2: Continued service to 1 February 2008 and the

prermium exercise price applicable to these options.

Details of any options granted (and any ordinary shares acquired
subsequently upon exercise) under the Metabolic Employee Share
Option Plan will be published in the Company's Annual Report relating
to a period in which securities have been granted, purchased or issued.

Details of Issue — Dr Roland Scollay

It is proposed that the Company grant a maximum of 1,500,000
options under the Metabolic Employee Share Option Plan to Dr Scollay.

These options are unquoted and will be granted no later than 12
months after the 2005 AGM as required by ASX Listing Rule 10.14.

Effect of Shareholder Approval

if Resolution 6 is approved by shareholders, the Company will grant
to Dr Scollay, the above numbered options over the Company’s shares.

Advantages to the passing of Resolution &

The approval of the grant of options to Dr Scollay with a premium
exercise price significantly above the market value of the Company’s
shares will further align the interests of the CEO/Managing Director

with the interests of shareholders.

Disadvantages to the passing of Resolution 6

The Board does not believe that there are any disadvantages
to shareholders which arise from the approval of the grant
of options to Dr Scollay.

Voting Exclusion Statement
The Company will disregard any votes cast on Resolution 6 by:

« any Director of the Company (except one who is ineligible to
participate in any employee incentive scheme in relation to the
Company); and

» any associates of any one or more of those Directers
of the Company.

However, the Company need not disregard a vote if:

e itis cast by a person as proxy for a persan who s entitled to vote,
in accordance with the directions on the proxy form; or

e itis cast by the person chairing the meeting as proxy for a person
who is entitled 1o vote, in accordance with a direction on the proxy

form to vote as the proxy decides.




Approval of the Metabolic Performance Rights Plan for
the purposes of ASX Listing Rule 7.2 (Resolution 7)

The Non-Executive Directors of the Board recommend that
Shareholders vote in favour of Resolution 7.

In September 2005, the Board of Metabolic established the terms
and conditions of a long-term incentive scheme, in the form of
the Metabolic Performance Rights Plan (the “Plan”) for employees
and Executive Directors ("Participants*”) to provide them with the
opportunity to participate in the success of the Company and to
provide them with further incentive to ensure weaith is created

in the Company for the benefit of all shareholders.

Details of the issue

The maximum number of performance rights {and hence the maximum
number of fully paid ordinary shares on exercise of the performance
rights) to be offered to employees (including grants to Executive
Directors as set out in Resolutions 4 and 5) of the Company, during the
next 12 months will not exceed 1,000,000 (currently represents less
than 0.4% of issued shares), which has been calculated as follows:

A percentage of each employee’s remuneration package, as
determined by the Board, divided by the five-day volume weighted
average price (VWAP) of shares in the Company, from the sixth
trading day following the announcement of its full year results

to the tenth trading day. The VWAP from 5 September to

9 September 2005 inclusive was $0.62, and this is then discounted
10 take into account the limited time frames in which the rights
holders have the ability to exercise the right and trade the
underlying securities. The resulting value is used to determine

the number of rights to be allocated.

In respect of subsequent years, the allocation of performance rights
issued will depend on a number of factors, including but not limited
to, the number of employees, aggregate remuneration for those
employees and any other criteria the Board may determine for that

particular year.

Effect of Shareholder Approval

Under ASX Listing Rule 7.1, a listed company must not, without

the approval of its shareholders, issue more than 15% of its equity
securities in a 12 month period, unless an exception applies in ASX
Listing Rule 7.2. Exception 9 to ASX Listing Rule 7.2 provides that an
issue of securities under the Plan to Participants will be treated as an
exception to Listing Rule 7.1 if within three years before the date of
the grant of the performance rights, the shareholders of the Company
have approved the issue of the securities pursuant to the Plan as an

exception to Listing Rule 7.1.

The Company will grant performance rights over the Company’s shares
to employees and Executive Directors as determined by the Board and
further shareholder approval, as required.

Advantages to the passing of Resolution 7

The advantage of passing Resolution 7 is that the total number of
shares issued as a result of performance rights exercised under the Plan
will not be included in the number of shares used in determining the
15% limit pursuant to ASX Listing Rule 7.1.

Disadvantages to the passing of Resolution 7
The Board does not believe that there are any disadvantages to.

shareholders which arise from the approval of the Plan set out in
Resolution 7.

Voting Exclusion Statement

The Company will disregard any votes cast on Resolution 7 by:

¢ any Director of the Company (except one who is ineligible to
participate in any employee incentive scheme in relation to the
Company); and

* any associates of any one or more of those Directors
of the Company.

However, the Company need not disregard a vote if:

o itis cast by a person as proxy for a person who is entitled to vote,
in accordance with the directions on the proxy form; or

¢ ltiscast by the person chairing the meeting as proxy for a person
who is entitled to vote, in accordance with a direction on the proxy
form to vote as the proxy decides.

SUMMARY OF KEY TERMS AND
CONDITIONS OF THE METABOLIC
PERFORMANCE RIGHTS PLAN

Purpose

Carefully designed and performance linked equity incentive plans are

widely recagnised as the most effective way of providing incentives to

employees and Executive Directors.

As an essential component of Metabolic's remuneration strategy, the

Board wishes to offer performance rights in the Company t0:

 align the interests of employees and Executive Directors with the
interests of shareholders; and

e attract, motivate and retain employees and Executive Directors.

Participation

Any employees, including Executive Directors, invited in writing

will be eligible to participate in the Plan. The Board may issue annual
invitations to participate in the Plan, for future plan years, subject

10 shareholder approval in the case of Directors.
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Plan Limits

The number of ordinary shares in the Company acquired or
subscribed for or issued upon exercise of a performance right
under the Plan by a Participant, must not, when aggregated with
any other ordinary shares in the Company held by a Participant,
exceed 5% of the total ordinary shares in the Company issued
at the time of issue of the performance rights.

How does the Plan work?

Under the Plan, an invited eligible employee or Executive Director is
offered rights to acquire shares in the Company. There is no exercise
price to be paid to acquire a share upon exercise of a performance
right. Performance rights will be exercisable on a specified future date,
subject to meeting all performance and service conditions.

The Plan rules are subject to the requirements of the Corporations
Act 2001 and the ASX Listing Rules.

Exercise price of Performance Rights

The exercise price of the performance rights is determined
by the Board.

First exercise date for Performance Rights
(2005 Allocations)

The performance rights can be exercised, assuming all conditions
of the offer have been satisfied, as follows:

= 25% of the grant - 1 September 2006;

* 25% of the grant - 1 September 2007,

® 25% of the grant ~ 1 September 2008; and

e 25% of the grant — 1 September 2009.

Last exercise date for Performance Rights
(2005 Allocations)

All performance rights will lapse automatically if not exercised by 1
Septermber 2010.

Performance Conditions (2005 Allocations)

The performance conditions for the 2005 allocations are as follows:

A. Share Price growth target
One-third of the performance rights granted will be attributable to
share price performance:

¢ Primary target. This component is measurable by the
Company’s share price growth target of at least 20% in Year
1. To achieve this vesting condition, the 60-day VWAP must be
20% above the base share price during Year 1.

VWAP = volume weighted average share price.

Base share price = this price is calculated using the five-day
VWAP from the sixth trading day following the announcement
of the full year results to the tenth trading day. For 2005,

the five day VWAP from Monday 5 September to Friday 9
Septernber 2005 (inclusive) was $0.62.

Year 1= 1 September 2005 to 31 August 2006.

OR

¢ Secondary target. If the primary target stated above is
not achieved, Participants will have a second opportunity
to fulfill this vesting component if share price growth of at
least 100% is achieved. To achieve this vesting condition, the
20-day VWAP must be 100% above the base share price

by 1 September 2009.

B. Corporate Goals

One-third of the performance rights granted will be attributable
to corporate goals assessed at 1 September 2008, as follows:
*  Timely completion of a Phase 1 human clinical trial for
ACV1 (15% weighting, within the component tied
to Corporate Goals),
* Timely commencement of a Phase 2B human clinical trial
for AODIE04 (15% weighting, within the component tied
to Corporate Goals),
s Timely commencement of the next human clinical trial
for ACV1 (15% weighting, within the component tied
to Corporate Goals);
¢ Add one new project to the pipeline at the formal pre-clinical
toxicity stage (15% weighting, within the component tied to
Corporate Goals);

« Add one new project to the pipeline at the clinical stage (75%
weighting, within the component tied to Corporate Goals),
 Raise capital to ensure sufficient cash reserves to meet planned
activities for the following 12 months (25% weighting, within

the component tied to Corporate Goals).

C. Continued service

One-third of the performance rights granted will be attributabie
1o continuing service.

Performance Conditions for future offers under the Plan,

if any, may vary.

Additional Conditions

The Board intends to impose the following additional conditions

to offers under the Plan:

o each issue of performance rights under the Plan may be exercised
at any time determined by the Board and set out in the letter
of offer to the Participant. They can only be exercised if the
performance conditions set by the Board have been met; and




» performance rights granted under the Plan are conditional and
non-transferable — they cannot be sold, transferred, mortgaged,
charged or otherwise disposed of or dealt with; and

* special conditions may apply to each offer.

ASX Listing

Performance rights will not be listed on the Australian Stock Exchange
(ASX). Application will be made to list Metabolic's shares issued on the
exercise of the performance rights on the ASX and such shares will
rank equally with other fully paid ordinary shares of the Company.

Termination

Rights will lapse, irrespective of whether they have become exercisable,

when one of the following events occurs:

¢ on the tenth anniversary, or such earlier date specified, of the date
that the performance rights are issued;

» the Board determines that the performance rights should lapse
following dismissal of a Participant, as a result of that Participant’s
fraud, gross misconduct or conduct which brings the Company
into disrepute; or

e the Board determines the performance and service conditions have
not and are incapable of being met.

Adjustment

Adjustment to the number of performance rights will be made

in accordance with the ASX Listing Rules, if there is a bonus or
rights issue or other reconstruction of capital before the options or
performance rights are exercised.

Entitiements

Performance rights carry no right 1o receive dividends or to vote until
they have been exercised.

Early exercise of Performance Rights

performance rights may be exercised before their specified exercise
date, but only where there is a change in the controt of the Company
or where special circumstances exist and are in accordance with the
ASX Listing Rules.

An example of a change in control is in the event of a takeover
offer being made for the Company’s shares. Special circumstances
which will allow for the early exercise of performance rights may
include retirement, redundancy, death or permanent disability

of the participant and any other circumstances which may be
determined by the Board.

Copy of the Plan
Copies of the Plan rules are available to shareholders, on request
to the Company Secretary.

Amendment to Clause 59.1(a) of the Company's
Constitution (Resolution 8)

The Board recommends that Shareholders vote in favour
of Resolution 8.

Metabolic’s Constitution was adopted over seven years ago prior
to its initial public offering. The Constitution reflects the previous
Corporations Law which has now been superseded by the
Corporations Act 2001.

Metabolic intends to review and amend its Constitution in order to
reflect the current Corporations Act, however this resolution will not
be put to shareholders until the 2006 AGM.

The Company is seeking to clarify certain procedures surrounding the
appointment and re-election of Directors who are appointed to fill 3
casual vacancy during the year under clause 56.1 of the Constitution.
The proposed amendment to clause 59.1(a) of the Constitution makes
it clear that a Director appointed to fill a casual vacancy is entitled to
be re-elected at the next AGM following their appointment to the
Board without complying with the nomination procedures set out

in that clause. In this way, casual vacancy appointments seeking re-
election are therefore treated in the same manner as directors retiring

by rotation.

Clause 58.1 is proposed to be amended as follows

(amendment underlined):
“A person is not eligible for election as a Director at a general
meeting unless:

(a) the person is a Director who is retiring by rotation or was
under claus who seeks

re-election; or
(b) the person is proposed by at least 50 Members; and

{c) the proposing Members or Director leave a notice at the Office
which nominates the candidate for the office of Director and
includes the consent of the person nominated.”

Copies of the Company’s Constitution are available upon request from
the Company Secretary and will also be available at the meeting.
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your votes on these items and your votes will not be counted Inco ing the:Tequired majority if a poll is called on these items. The Chairman of

the Meeting intends to vote undirected proxies in favour of items 4
Voting directions to your proxy - please mark . X ‘to indicate your directions

Resolutions For ‘. Resolutions For Against  Abstain”
5+Grant of Performance Rights to

1 To adopt the Remuneration report
Chief Scientific Officer / Executive

for year ended 30 June 2005 **

Director
2 Re-glection of Dr Chris Belyea as 6 Grant of Options to CEO /
a Director Managing Director
3 Ratification of Prior | f 7 Approval of the Metabolic
atiiication of Prior Issue 0 Performance Rights Plan for the

Shares purpose of ASX Listing Rules 7.2

8 Amendment to the Company's
Constitution

4 Grant of Performance.Rights to
CEO / Managing Di

In addition to the intention advised above, the Cﬁaiman of the Meeting intends to vote undirected proxies in favour of each of the other items of business.

*  If you mark the Abstain box for a particular item, you are directing your proxy not to vote on your behalf on a show of hands or on 2 poll and your voles will not be

counted in computing the required ma;onty on a poll.
** The vote on this resalution is advisory only and does not bind the Company or its Directors.

Appointing a second Proxy

IWe wish to appoint a second proxy
Mark with an ‘X' if you State the percentage of your voting rights or the

A . 0/
égigr}é’ Sfoff}'m ) AND /o OR number of securities for this Proxy Form.

This section must be signed in accordance with the instructions averleaf to enable your directions to be implemented.

PLEASE SIGN HERE
Individual or Securityholder 1 Securityholder 2 Securityholder 3
Sole Director and Director Director/Company Secretary
Sole Company Secretary
In addition to signing the Proxy form in the above box(es) please provide the information below in case we need to contact you.
/ /
Contact Name Contact Daytime Telephone Date

W ver 19PR N



How to complete this Proxy Form

1 Your Address

This is your address as it appears on the company's share register. If this information is incorrect, please mark the box and make the correction
on the form. Securityholders sponsored by a broker (in which case your reference number overieaf will commence with an ‘') should advise your
broker of any changes. Please note, you cannot change ownership of your securities using this form.

2 Appointment of a Proxy
If you wish to appoint the Chairman of the Meeting as your proxy, mark the box. if the individual or body corporate you wish to appoint as
your proxy is someone other than the Chairman of the Meeting please write the full name of that individual or body corporate in the space
provided. if you leave this section blank, or your named proxy does not attend the meeting, the Chairman of the Meeting will be your proxy.
A proxy need not be a securityholder of the company. Do riot write the name of the issuer company or the registered securityholder in the

space,

3  Votes on ltems of Business )
You may direct your proxy how to vote by placing a mark in one of the three boxes oppasité &ach item of business. All your securities will be

voted in accordance with such a direction unless you indicate only a portion of voting_rigﬁi‘é are to be voted on any item by inserting the

percentage or number of securities you wish to vote in the appropriate box or boxeg:]f you do ngt mark any of the boxes on a given item,

your proxy may vote as he or she chooses. If you mark more than one box on an item_your voté on that item will be invalid.

4  Appointment of a Second Proxy |
You are entitled to appoint up to two proxies to attend the meeting and'Vote on a poll. If you'wish to appoint a second proxy, an additional
Proxy Form may be obtained by telephoning the company’s share registry of;you may copy this form.

To appoint a second proxy you must;

{a)  on each of the first Proxy Form and the second Prg
applicable to that form. If the appointments do not SpE
proxy may exercise half your votes. Fractions.o

(b)  return both forms together in the same envelope™

5  Signing Instructions

You must sign this form as follows in th
Individual:

Joint Holding:
gr-Power of Attorney, you must have aiready lodged this document with the registry. If you have not

previously; Sdged this document for notation, please aftach a certified photocopy of the Power of Attorney to this

Power of Attorney:

the company has a Sole Director who is also the Sole Company Secretary, this form must be signed by
son. If the company (pursuant to section 204A of the Corporations Act 2001) does not have a Company
.. Secretary, a Sole Director can also sign alone. Otherwise this form must be signed by a Director jointly with either
“.afother Director or a Company Secretary. Please indicate the office held by signing in the appropriate place.

Companies:

If a representative of a corporate Securityholder or proxy is to attend the meeting the appropriate "Certificate of Appointment of Qorporate
Representative” should be produced prior to admission. A form of the certificate may be obtained from the company's share registry or at

www.computershare.com.
Lodgement of a Proxy

This Proxy Form (and any Power of Attorney under which it is signed) must be received at an address given below no !ater ﬂjan 48 hour§
before the commencement of the meeting at 10.00am on Friday, 28 October 2005. Any Proxy Form received after that time will not be valid for

the scheduled meeting.

Documents may be lodged using the reply paid envelope or: '
g Share Registry - Computershare Investor Services Pty Limited, Yarra Falls, 452 Johnston Street, Abbotsford VIC 3067 Australia

IN PERSON :
BY MAIL Share Registry - Computershare Investor Services Pty Limited, GPO Box 242, Melbourne VIC 3001 Australia
BY FAX 61 3 9473 2555

010152_00GGTD




